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Wiich-Hunt Go Home! 


Pressure has been steadily building up in Canada, largely from 
various well-intentioned consumer groups and politicians, for public 
investigations into the so-called high prices of drugs in this country. 
In this regard, Canada is merely following along a path already well- 
worn south of the border by Senator Estes Kefauver and his Antitrust 
and Monopoly Subcommittee. 

Kefauver and his committee made political hay at the expense of 
the drug companies for a year or two until he had milked the subject 
for all the headlines it could command, then dropped it for such other 
more newsworthy items as chasing the already-penalized electrical 
price fixers. 

If indeed these drug hearings are to be duplicated in Canada, as it 
now appears, then let us devoutly hope that our probers, politicians 
and news media act in a considerably more responsible manner than 
their United States counterparts. 

The pricing of any product, as anyone who has ever been close 
to the process knows, is a very complex affair. It is much more an 
art than a science. It is not readily grasped and understood by econo- 
mists and businessmen, whose business it is, let alone by the man or 
woman on the street. It is all too easy for the uninformed to talk about 
markups as if they were profits, to ignore the 10 products that fail for 
every one that succeeds, to compare prices of low-priced imports in 
bulk with retail prices of small packages of branded products, to over- 
look patent piracy and chiselling on quality control procedures that 
often mark the many parasitical firms on the fringe of this industry. 

It is altogether too easy for such people as CCF leader Hazen 
Argue to indulge in such demagogueries as “Drug prices in Canada are 
extortionate’ ‘and “Drug prices in Canada constitute a national scandal 
that must be removed.” Such completely unfounded and irresponsible 
charges, addressed to an uneducated and emotional audience, constitute 
passing sentence before any evidence has been heard. 

We have no way of knowing whether those in charge of the drug 
industry in Canada have acted ethically, intelligently and responsibly, 
or not. Nor, we suggest, does Mr. Argue know. It is customary to 
examine the facts before making up one’s mind. 

If indeed our legislators have nothing more important to do with 
their time, then by all means let us have a probe of drug prices. But 
let us have it in an atmosphere of seeking for truth and equity, not 
in prejudgement and wild accusation. Let us renounce the blatant 
publicity-seeking approach of the Kefauver group, at least until the 
facts are known. Let us realize that the drug manufacturers are in 
business to make a profit, like any other businessman, and that as long 
as they conduct themselves honestly and responsibly there is nothing 
wrong with their making a profit. While we look for possible abuses, 
let us also look for the benefits which competition and individual 
initiative have bestowed in terms of new products, research, better 
distribution and productive efficiency. 

Above all, let us realize that the key issue here is one of freedom 
Drug manufacturing has never been considered a public utility in this 
country; on the contrary, it has been left for private capital and private 
initiative to develop. And as long as this is to be the case, we suggest 
that it is up to the market place, not our legislators, to determine 
whether drug or any other prices are “too high.” 

—David S. R. Leighton 


67 





Ab 
Ste 
Cana 
Assis 
ment 
Scien 
erm 
B.A. 
inis 
1954 
King 
he u 
Econ 
there 


Pet 
in F 
Univ 
wher 
Com 
grad 
tern ( 
ness 
work 
and § 
1955 
empl 
Elect 
ler’s 
contr 
ly w 
Corp 
1960 


An 
Busin 
ity of 

’ Fry 
Resea 
agem 
degre 
from 
1958 
West 
minis 
year 
Assoc 
agem 
Switz 
butior 
inclu 


Sprin; 
H, 


sultin 











About Our Authors 


Stephen G. Peitchinis came to 
Canada from Greece in 1950. An 
Assistant Professor in the Depart- 
ment of Economics and Political 
Science at the University of West- 
ern Ontario, where he received his 
B.A. and M.A. degrees, Dr. Peitch- 
inis teaches Labour Economics. In 
1954 he was awarded a Mackenzie 
King Traveling Fellowship, which 
he used at the London School of 
Economics. He received his Ph.D. 
there in 1960. 


Peter A. Lusztig is an instructor 
in Finance and Insurance at the 
University of British Columbia 
where he received his Bachelor of 
Commerce degree in 1954. He is a 
graduate of the University of Wes- 
tern Ontario with a Master of Busi- 
ness Administration degree and is 
working on his Ph.D. at U.C.L.A. 
and Stanford Universities. Between 
1955 and 1957, Mr. Lusztig was 
employed by the British Columbia 
Electric Company in the Comptrol- 
ler's Sub-Division. He is a previous 
contributor to The Business Quarter- 
/y with an article on Canadian 
Corporation Directors (Summer, 
1960). 


An Instructor at the School of 
Business Administration, Univers- 
ity of Western Ontario, Joseph N. 
’ Fry teaches courses in Marketing 
Research, Retailing, and Sales ‘Man- 
agement. He received his B.Sc. 
degree in Chemical Engineering 
from the University of Alberta in 
1958 and his M.B.A. degree from 
Western’s School of Business Ad- 
ministration in 1960. This coming 
year Mr. Fry will be a Research 
Associate at the International Man- 
agement Institute in Lausanne, 
Switzerland. His previous contri- 
butions to The Business Quarterly 
include ‘Testing the Market” in the 
Spring, 1961 issue. 


H. J. Barrington Nevitt is a Con- 
sulting Engineer concerned with 


Continued on next page 








Money Market 


We have participated actively in Canada’s Money 
Market since its inception, and we are in close touch 
with both short term borrowers and lenders. 


If your organization has temporarily idle funds for 
investment or requires short term capital, our 
Money Market Department is at your disposal. 


Your enquiries are invited 


Greenshields & Co Inc 


507 Place d’Armes, Montreal 


MONTREAL TORONTO NEW YORK QUEBEC 
OTTAWA WINNIPEG SHERBROOKE LONDON 








al tO YOU. 


CANADIAN OIL COMPANIES, LIMITED 





All Canadian -7@2zQu~ all the way 
from <tadist—i— oil fields to 
refinery Paes: 





69 











fl 
REAL ESTATE MANAGEMENT 


For residential, industrial and commercial prop- 
erties. Our service includes finding tenants, 
arranging leases, collecting rents, paying taxes, 
insurance and general maintenance. 


“SEE THE 


ROYAL TRUST 


ABOUT IT” 


Meee CANADA'S LEADING EXECUTOR AND TRUSTEE 
, [x OFFICES ACROSS CANADA AND IN LONDON, ENG. 

















McLEop, Youn, Weir & COMPANY 


LIMITED 


DEALERS IN 


. GOVERNMENT, MUNICIPAL 
AND 


CORPORATION SECURITIES 





50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton 
Calgary Kitchener Quebec Sherbrooke Windsor 
Edmonton New York 








70 





About Our Authors cont 


problems of telecommunication, 
systems engineering, marketing, and 
administration. He _ received his 
B.A.Sc. degree in Electrical Engine- 
ering from the University of Tor- 
onto in 1934 and his M.Eng. degree 
in Electronics and Telecommunica- 
tions .from McGill University in 
1945. Mr. Nevitt received early - 
training as an Industrial and Manu- 
facturing Engineer at Northern 
Electric Company in Montreal and 
during the war was engaged in the 
expansion of long distance tele- 
graph and telephone facilties for 
Canadian Pacific Communications 
and Defense Communications Lim- 
ited. He attended the Management 
Training Course at the University 
of Western Ontario in 1960 and has 
recently been acting as consultant 
to the Glassco Royal Commission 
on Government Organization in 
Ottawa. 


An instructor at the School of 
Business Administration at the 
University of Western Ontario, 
Alexander Mikalachki teaches Per- 
sonnel Administration. He received 
his Bachelor of Commerce degree 
from Sir George Williams College 
in 1958 and is a graduate of the 
University of Western Ontario with 
a Master of Business Administra- 
tion degree. He is a former contti- 
butor to The Business Quarterly. 
(Winter, 1960). 


Richard H. Holton is an Associate 
Professor of Business Administra- 
tion at the University of California, 
Berkeley. He was an Assistant Pro- 
fessor of Economics at Harvard 
University from 1953 to 1957 and 
received his Ph.D. degree in Econ- 
omics there in 1952. He is co-author 
with Richard Caves of The Canad- 
ian Economy: Prospect and Retro- 
Spect, published in 1959 as one of 
the Harvard Economics studies. He 
published Marketing Efficiency in 
Puerto Rico with J. K. Galbraith, 


continued on page 129 











tion, 
and 
his 
zine- 
Tor- 
gree 
nica- 
y in 


early . 


anu- 
hern 
and 
the 
tele- 
for 
ions 
Lim- 
nent 
rsity 
has 
tant 
sion 


| of 

the 
iriO 
Per- 
ved 
pree 
lege 

the 
vith 
tra- 
itri- 


rly, 


iate 
tra- 
nia, 
ro- 
ard 


and 


hor 
ad- 
trO- 
of 
He 
in 
ith, 
129 





























90 YEARS OF 
PUBLIC SERVICE 


With 150 branch offices 
in North America, 

Sun Life of Canada 
offers the finest of life 
insurance protection to 
the holders of more 

than two million policies 
and group certificates. 


SUN LIFE 
ASSURANCE 
COMPANY 
OF CANADA 


One of the great life insurance companies of the world 





BLIC Wy 


O€ 


ify 





JO a fA 


i fm 












BEAVERS, 
OTTERS 


and 


The beavers and otters in this case are 
not the kind that build dams or live in rivers. 
They fly high with heavy loads of freight 
—aeroplanes, in other words. 

Flying experience with the R.A.F. during 
the war 268 silghaically as a bush pilot in 
Canada was the background against which 
Jack X decided to start his own air transport 
line. I.D.B. helped him buy his first ‘‘Otter”’ 
aircraft, which he put into serv- 
ice flying personnel and equip- 
ment to mining and other de- 
velopments in the North. Under 
his capable technical manage- 
ment and with his shrewd 
business sense the company 
was able to mark up good 
profits. These were steadily 
ploughed back into the busi- 
ness and with some financial 
participation by other mem- 
bers of his family, satisfactory day-to-da 
financing was maintained. 

To compete effectively with other and larger 
operators in giving good service, however, it 
became apparent that additional planes were 
necessary. Being well impressed with the 
principal’s competence, and in the light of a 
satisfactory experience with the initial loan, 
I.D.B. found it possible to assist the small 
company’s expansion by further loans to en- 
able it to buy more “Otters” and a “Beaver”. 








Operations have not been without set- 
backs. Rugged terrain and uncertain weather 
in this a of the country sometimes 


aggravated operating problems but, despite 
these difficulties, the company, with I.D.B. 
financial assistance, has been able to develop 
and consolidate its position. From a be- 
ginning with very small capital, the com- 
pany now has assets worth hundreds of 
thousands of dollars, employs 
a large staff of skilled workers, 
and does an annual business 
that would have seemed un- 
attainable a few years ago. 
All this has been made pos- 
sible through the combination 
of a sound idea, good man- 
agement and adequate and 
timely financing. 

This is one of the over 
3,000 enterprises helped by 
I.D.B. financing. I.D.B. was established in 
1944 to meet financing requirements of 
small and medium-sized businesses which 
cannot secure satisfactory financing from 
other sources. If you have a business financing 
problem* it may not involve aircraft, but the 
same principles and procedures are available 
to all the activities listed below. For further 
information, you are invited to get in touch 
with any I.D.B. office, or consult your 
auditor, lawyer or chartered bank. 


INDUSTRIAL DEVELOPMENT BANK 


Regional Offices: Vancouver, Edmonton, Calgary, Regina, Winnipeg, Sudbury, London, Toronto, 
Ottawa, Montreal, Quebec City, Saint John, Halifax. 





cleaning, pac 





*I.D.B. can consider proposals for financial assistance in these activities: 
manufacturing, processing, assembling, installing, overhauling, reconditioning, altering, repairing, 
neg transporting or warehousing of goods; i i 

drilling construction, engineering, technical surveys or scientific research, generating or distributing 
electricity or operating a commercial air service, or the transportation of persons, or supplying 
premises, machinery or equipment under lease to any business mentioned above. 


gging, operating a mine or quarry, 
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“Of course at first I thought this all wasteful 
inefficiency. But soon J saw that, as a part of our 
democratic process, these moves are all necessary.” 


Another Minister confirmed this prevalence of 
angles in political life. 


“The life of a business executive and of a cabinet 
minister are as different as night and day,” says Hon. 
David Walker, formerly one .of Canada’s most 
eminent corporation lawyers. “A business executive 
enjoys an authority which cannot be questioned; 
when he makes a decision, he gives orders which are 
automatically carried out. He does not stop to con- 
sider whether or not these orders give pleasure to all 
concerned.” 


But a cabinet minister, before coming to any 
decision, must consider its effects on the whole of 
Canada,’ adds Mr. Walker, now our Minister of 
Public Works, “for its repercussions will generously 
be felt by all sorts of people with widely varying 
problems. Therefore the Government must give all 
concerned parties the opportunity of presenting their 
viewpoint before coming to a decision. And, in that 
decision, it must carry even the dissenters along in the 
conviction that the course adopted benefits the nation 
as a whole.” 


The difference, it seems, is simply that between 
the silence of the cash register and the sanction of 
the ballot box. A businessman may offend the major- 
ity of Canadians, but yet achieve adequate profits 
from his custom among the remaining few; in con- 
trast, a politician owes his temporary appointment to 
the will of the majority, and further is subject to the 





Ottawa Newsletter 


PATRICK NICHOLSON 


The efficiency-concious businessman normally tends to feel impatient in his 
dealings with Government. “Too much red tape,” he complains, superciliously. 


How does the businessman turned Cabinet Minister feel about his work as an 
executive director of the biggest business in Canada? 


A former chartered accountant and a former lawyer both see Red Tape as the 
proud badge of democratic government. 


“When I was in business,” said Hon. J. Waldo Monteith, as we sat in his Parlia- 
mentary office, “if I wanted to get from this desk to that far corner of the room, 
I just walked towards it in a straight line.” 


“But when I had been on Parliament Hill a few months,” added this former 
Mayor of Stratford, who is now our Minister of National Health and Welfare, “I 
found that there are so many angles in politics that one achieves one’s objective 
more surely by going out the door, walking along the corridor, coming in another 
door and then approaching that corner.” 


daily approval of the shareholders’ representatives, 
namely Parliament. 


The executive directors of Canada Unlimited, 
who are our Cabinet Ministers, are grossly over- 
worked and underpaid by normal business standards. 
And the exigencies of the democratic system throw 
obstacles in their path so crippling that, as a former 
Prime Minister of Britain once told me, five years is 
par for the course there in any major portfolio, for 
the average politician in later life. 


Hon. David Walker handles an annual budget 
of $225 million in his Department; Hon. “Monty” 
Monteith is “managing director” of a “corporation” 
with a budget six times that size. In private business. 
a salary of $75,000 a year would not be high for 
either post. Yet each of these Cabinet Ministers is 
paid just $15,000 by the Canadian taxpayers. He also 
receives a tax-free allowance of $2,000 in lieu of car 
and driver. But the business executive normally enjoys 
the free use of an executive-type car with driver, 
which in depreciation, wages, and running costs 
would total at least $8,000 a year. 


In addition, the business executive has the exec- 
utive benefits from a generous—or at least a reimbur- 
sing—expense account. But the Minister must pay his 
own club dues; cannot charge up the cost of enter- 
taining his “clients”; and must meet his own 
transportation and hotel costs on many of the trips 
which evolve from his job. 


Mr. Walker, a fitness-fan, misses his skiing and 
horse-riding on Parliament Hill. But in late summer 


continued on page !|28 
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Soon after his inauguration, President Kennedy 
spoke at a luncheon of the National Industrial Con- 
ference, a gathering of the great captains of Amer- 
ican industry. The banquet hall glittered with 
illustrious names, it was stiff with presidents, chair- 
men of the board, managing directors, and executive 
vice-presidents. 


Addressing this distinguished gathering, Mr. 
Kennedy expressed his gratification at seeing so many 
fine representatives of American business—much 
finer and more representative, he felt sure, than their 
colleagues who were languishing in Montgomery 
County Jail for their part in rigging prices of electrical 
machinery. 


After the ensuing nervous laughter, captain 
could be seen eyeing captain as if to estimate by 
what slender margin he had escaped incarceration. 
For there is little doubt that conspiracies to fix prices 
and rig bids are so widespread as to make something 
of a mockery of the vaunted virtues of free enter- 
prise and competition in the market place. 


The wicked, cheap-labor, cartel-minded, unfairly- 
competing foreigners played a conspicuous part in 
the downfall of these fine, upstanding, American free 
enterprisers. Their designs were furthered by agencies 
such as the Tennessee Valley Authority and the 
Bonneville Power Administration, practitioners of 
what President Eisenhower once referred to as 
“creeping Socialism.” 


These agencies, perhaps the greatest producers 
of public power outside Soviet Russia, had observed 
with increasing dissatisfaction that while foreign bids 
on equipment ranged over a wide spectrum, the three 
or four American bidders were concentrated in a 
suspiciously narow band some 50% above the lowest 
foreign bid. They turned samples over to the Depart- 
ment of Justice, and Mr. Eisenhower's Attorney 
General, William P. Rogers, prosecuted. Twenty-nine 
high officers of great equipment manufacturers were 
found guilty of criminal violations of the Sherman 
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Washington Newsletter 


J. M. MINIFIE 


Anti-Trust Act; they and their companies were fined, 
while seven officers of Westinghouse and General 
Electric were jailed for a month into the bargain. 
The fines had been anticipated. The jail sentences 
had not. Neither had the liability of the companies 
to damage suits by clients based on the plea of guilty 
or not guilty which the court had insisted on rather 
than a nolo contendere. 


The suits and the sentences aroused public indig- 
nation, which had already been stirred by evidence 
of fantastic over-charging in the drug industry. Senator 
Estes Kefauver, who had conducted that investiga- 
tion, took up where the courts had laid off and, after 
an initial hassle with Republican members of his 
sub-committee, insured that hearings would be in public 
session. 


A Westinghouse sales manager told in some 
detail how the privilege of being low bidder on a 
contract ranging from $450,000 to $4,500,000 fre- 
quently went to the company official who first 
arranged for the meeting. He recalled one occasion 
when the low bidder on an unattractive contract was 
decided by drawing lots, and General Electric lost. 
But this, he said, was unusual. 


These hearings foster an increasing suspicion 
that industry has taken more than its share out of 
the kitty in the change-over from assembly-line to 
automation, and that the public has been clipped 
three ways; first, by higher prices made possible by 
conspiracies, some proven, more suspected; secondly, 
by unemployment, which is seen as deriving from 
automation; and thirdly, by loss of business both at 
home and abroad to foreign competitors. Depression 
fosters such suspicions, and there aré no signs that 
the country is pulling out of it yet, at least so far 
as unemployment is-concerned: If Senator Kefauver 
uncovers significant evidence of unethical practices 
in Big Business, the mood of the people in the 
elections of 1962 may be reflected in a much more 
radical Congress than the current conservative body. 
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The Periodic Table lists all the known elements of the world we live in... 


The World of Union Carbide 


You’re probably one of the millions who have used such 
Union Carbide products as PRESTONE anti-freeze, EVEREADY flashlights 
and batteries, or ‘‘6-12”’ insect repellent. But the major part of Union 
Carbide’s output is in basic materials, employed by thousands of industrial 
customers to fill your life with useful things. 

Approximately 4,000 people of Union Carbide Canada 
Limited operate more than 50 plants, quarries, laboratories, warehouses, 
and offices located from coast to coast. With these resources and skills, 
and working with the basic elements of nature, they create a variety of 
products in the fields of metals, carbons, gases, plastics and chemicals. 


It is men and women working together to provide new and 
better materials that gives full meaning to Union Carbide. And the people 
of Union Carbide will go on bringing you the necessities and conveniences 
that will help keep our standard of living one of the highest in the world. 


Periodic Chart ©Welch—Chicago 


**Eveready’’, “‘Prestone’’, ““6-12”’, and “‘Union Carbide” are trade marks. 


more than half of them used by Union Carbide 


Union Carbide Canada Limited, 
Toronto 12, Canada, and Divisions: 
BAKELITE DIVISION— 
Phenolics, Epoxies and Silicones; 
CHEMICALS AND PLASTICS 
DIVISION—Synthetic Organic 
Chemicals and Bo sy ene; 
CONSUMER PRO DUC CTS 
DIVISION—‘ ‘Eveready?’ and 
**Prestone’’ brand Products; 
LINDE GASES DIVISION— 
Industrial Gases, Welding and 
Cutting Se METALS 
AND ON DIVISION— 
Ferroaltoys, Special Alloys, 
lectrodes and Cates Products; 
VISKING DIVISION — Food 
Casings and Plastic Film. 
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Railways, Railway Wages and the Nation 


The reader will note that Dr. Peitchinis’ suggestions, submitted to 
the Prime Minister on February 24, are basically in accord with 
those in the recently released report of the Royal Commission on 
Transportation. The question, according to Dr. Peitchinis, is not 
one of subsidy or no subsidy but rather the determination of the 
kind of subsidy that will not invite exorbitant demands from 


labour. 


THE RAILWAY INDUSTRY AND ITS RELATION 
TO THE NATIONAL ECONOMY 

It is generally recognized that the railways are 
essential to the life and economy of every nation. 
The time has not yet come when their services can 
be replaced effectively by other means of transport. 
Considering this indispensability of railway services, 
it is a contradiction in principles to state that the 
industry is not able to pay its way, especially in 
periods of intensive economic activity. If an essential 
service is not able to pay its way, then the general 
cost structure of industry is artifically maintained 
and the costs of production and distribution are not 
borne to their full extent by all enterprises in the 
economy. This is not the consequence of having a 
partially nationalized railway industry; it is rather the 
consequence of a public recognition that the rail- 
ways are common carriers and of their use by Govern- 
ments as instruments of economic policy. As ‘such, 
ever since their inception, the railways have been 
compelled to perform commercial and public services 
at prices that are beyond their control, while their 
costs are determined by market forces. If we accept 
the proposition that the railways provide an indis- 
pensable transport service, but also recognize that 
the community demands that some services be rend- 
ered at charges unrelated to the cost of conveyance, 
then what weight, if any, should be given to the 
railways’ ability to pay? 


WAGES, RAILWAY CHARGES, AND THE ABILITY TO PAY 


The railway wages problem assumed prominence 
in the immediate post World War I period and has 


STEPHEN G. PEITCHINIS 


remained as a problem to this day. A number of 
factors are responsible for this, amongst which the 
more important are: the extremely restrictive regula- 
tion of railway charges, which contributed to the 
existence of unduly low wages for some railwaymen 
before 1918; the sudden and substantial increases 
obtained under the “McAdoo” and “Chicago” Awards 
in 1918 and 1920 respectively, which the railways 
could not fully absorb even though greater charges 
were permitted; the fact that these wage increases 
coincided with the emergence of road transport, which 
not only diverted lucrative traffics from the railways 
but also prevented the railways from applying the 
compensatory increases in charges to all traffics or 
to their full extent; the continuation of restrictive 
regulations on railways charges and operations even 
after it became amply evident that the railways no 
longer had a monopoly of inland transport; the rise 
in prices, accompanied by increasing industrial prod- 
uctivity, which facilitated a general rise in the level 
of industrial wages, which the railways, because of 
their controlled charges, could not match; and finally, 
the use of the railways as instruments of economic 
policy without compensatory payments. 


Inability to pay has always been the main argu- 
ment brought by the railways against meeting their 
employees’ demands for wage increases. But while 
rejecting such demands on many occasions, manage- 
ment conceded that some wage increases were deserv- 
ed and indeed for certain grades even necessary if 
recruitment was not to suffer. This line of argument, 
which has been in evidence since the early 1900's 
suggests that the outright rejection of just and often 
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anticipated demands is designed to strengthen the 
railways’ case for increases in charges. Hence the 
railway problem, which has featured prominently in 
recent years, has in fact existed ever since the com- 
mencement of their operations. For the problem really 
is how to offset rising operating costs with charges 
that must remain fair and reasonable—within the reach 
of the travelling public and shippers—and to perform 
certain socially and nationally necessary services that 
have little or no commercial merits. 


From an economic standpoint, in a prosperous 
economy such as the Canadian, railway rates and fares 
should be so adjusted as to enable the railways to 
cover all their costs, including the necessary return 
to capital. Such a rate structure could be regarded as 
fair and reasonable to both the travelling public and 
shippers and to the railways. If such fair and reason- 
able level of charges were found to be too high in 
the light of social cousiderations and in terms of the 
Government's economic policy, then the difference 
between the necessary and the permissible levels 
should be made up from the national treasury. When 
social and economic considerations require the main- 
tenance of unremunerative lines and the charging of 
rates that do not cover the cost of conveyance, then 
the taxpayer rather than the users of other lines 
should bear the burden. 


The question of compensation for social services 
and services rendered at less than commercial rates 
requires urgent Government attention: the fact is that 
any socially imposed restrictions on the freedom of 
‘the railways to operate in the same way as any other 
commercial enterprise would remain, because they 
rest on the principle that the railways are common 
carriers and hence have a customary obligation to 
provide an efficient low-cost service. The eradication 
of custom requires dictatorial measures—ruthless 
business practices, and, in a democracy, politically 
suicidal legislation. To permit the railways to under- 
take ruthless cutting of services, charge what the 
traffic will bear, and discriminate between customers, 
would not be tolerated by the public: For obvious 
reasons, legislation for curtailment of services and 
freedom in charges and operations will not take 
place. These issues have not been properly defined 
for more than half a century. Hence every time a 
wage increase is conceded, the railway problem is 
revived, the public is reminded that it is still with 
us, and it is then shelved until the next wage demand 
when it re-emerges to occupy the press and the House 
of Commons. Canada has had a Board of Transport 
Commissioners for over fifty years now, which pos- 
esses a record of impartially and competence un- 
equaled in any other country. Surely this Board is 
the only appropriate body to advise the Government 
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on measures necessary to relieve the railways from, 
or compensate them for, services performed in the 
national interest. 


The railways could augment their profits if they 
were permitted to operate as any other commercial 
enterprise: they could strike a balance between supply 
and demand at a higher profit level, but this would 
involve reducing substantially the extent of the 
services performed and increasing charges wherever 
and whenever possible. However, such actions are. 
not regarded as in the national interest. But if the 
railways are compelled to maintain unremunerative 
services and their charges are kept down in order to 
achieve economic effects different from those that 
would result in a free market, should the wages of 
the men responsible for the maintenance of efficient 
services be limited by the ability to pay? If the 
Canadian public endorses the Government's transpor- 
tation policy, which, even though not clearly outlined, 
appears to be based on the principle of using the 
railways as instruments for the implementation of 
economic policies, whether expressed in terms of 
fostering specific industries or enforcing the effective. 
ness of price policies, then they must accept respon- 
sibility for the maintenance of railwaymen’s wages 
at a level equal to that maintained by profitable 
industries. 


The railways’ argument of inability to pay wages 
comparable to those of other industrial workers has 
been interpreted by most conciliation boards to mean 
‘inability to meet the demands under the existing 
level of charges.’ Since the latter are subject to 
Government control, Boards recommending wage 
increases in effect transferred the decision as to the 
allocation of the rise in labour costs to the Govern- 
ment: the prevailing opinion being that wage in- 
creases were necessary, the railways could not afford 
them under the existing level of charges, hence it was 
up to the Government to decide whether to permit 
increases in rates and fares or cover the rise in 
operating costs with subsidies. The regulation of 
railway charges is not the only obstacle to the return 
of railway prosperity. The argument of ‘inability to 
pay under the existing level of charges’ does not have 
the weight that it had before the emergence of road 
transport competition. The increasing efficiency of 
highway transportation, the continually expanding 
network of highways, efficiency in air and water 
transportation have forced the railways to become 
reluctant to offset wage increases by higher charges. 
Hence the inability to pay argument has assumed 
more and more the meaning of ‘inability to pay under 
the existing organization of, and the social and 
statutory obligations imposed upon the industry, 
rather than under the existing level of charges. 
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As long as the general trend of wages is upward, 
the railways cannot expect the pressure from their 
employees for higher wages to cease. The deployment 
of the railways as instruments for the implementation 
of economic policies has reduced the importance of 
the ability to pay factor as a wage determinant. This 
is evidenced by the declaration of Mr. Justice J. O. 
Wilson in 1950 to the effect that the financial posi- 
tion of the railways should not be used as a basis to 
perpetuate unjust substandard wages; if railwaymen 
deserve increases, then such must be granted and the 
public must bear the cost. In 1956, Mr. E. G. Taylor 
(Chairman of Conciliation Board) suggested that 
the Canadian National was a more appropriate yard- 
stick for wage determination than the Canadian 
Pacific, because it was owned by the people of Canada 
and hence its employees. had the right to demand 
“that their standard be kept at a level with the nearest 
comparable standard in Canadian industry.” These 
statements are substantially the same as that expressed 
by Lord Cameron (Chairman of a Court of Inquiry 
on a dispute between British Railways and their 
employees) in 1955 in the declaration: “the Nation 
has provided by statute that there shall be a national- 
ized system of railway transport, which must there- 
fore be regarded as a public utility of the first 
importance. Having willed the end, the Nation must 
will the means.” What all these statements mean is 
that the railways are performing a public service, and, 
therefore, railwaymen are entitled to a fair and ade- 
quate wage regardless of the industry's ability to pay. 
As to what is fair and adequate or whether railwaymen 
deserve wage increases could only be determined by the 
rates paid to workers in comparable employments in 
other industries. 


COMPARATIVE WAGES 


Comparative wage trends bear the greatest 
weight in wage determination, especially so when 
third parties are called upon to resolve labour- 
management disputes on wages. It is not easy, how- 
ever, to use this criterion: Which industries, industrial 
groups and occupations should be adopted as the 
standard of comparison? What base should be adopt- 
ed to measure comparative wage trends? Should 
comparisons be made in terms of weekly wages, 
earnings, hourly rates, or hourly earnings? All these 
questions are a source of unending and bitter 
controversy between unions and management. 


The selection of industries and industrial occupa- 
tions for comparison has usually proven the most 
difficult task. In addition to comparisons of jobs, 
consideration must be given to such factors as, reg- 
ularity and irregularity of employment; length of 


time required to master a certain skill; responsibility; 
conditions of employment; non-wage provisions in 
the respective contracts such as pensions, insurance 
and medical; and other advantages and disadvantages 
of the occupations and industries that are compared. 
The relative positions of the industries themselves 
must also be considered. A high level of activity in 
industry A does not necessarily coincide with one in 
industry B. Account must be taken of the possibility 
that the equilibrium relations have shifted: thus 
the wages in export industry A may have been 
depressed relative to those of industry B, which 
supplies only the domestic market, because 
industry A was adversely affected by a decline 
in world commerce. So in periods of abnormal (dis- 
torted) industrial conditions, the workers in some 
industries may attain a level of remuneration out of 
relationship to that of workers of similar capacity 
and skill generally. Consequently it would be easy 
to be mislead by basing a comparison upon a specific 
trade or even a group of trades. When comparisons 
are made between industries, therefore, a general 
view should be taken; consideration must be given to 
the economic situation; and the average wage of a 
number of years should be used rather than the one 
prevailing at the point of time. 


Another factor should be borne in mind: over 
time the job content of the various skills changes. 
Therefore, even when comparable skills are found, 
it would be an error to continue the comparison for 
very long without a re-examination of the properties 
of comparative jobs. There are two ways in which 
comparisons are made: 


(a) the percentage increases obtained since the last 
wage increase, and 


(b) the actual rates paid to comparable grades and 
occupations. 


The first avoids the necessity of finding jobs so simi- 
lar as to make comparisons of absolute rates of pay. 
But each has its own difficulties: there may be wide 
variations in the actual rates of pay at the base year; and 
significant changes may occur in the content of the 
various jobs. The second encounters the difficulty of 
finding sufficiently comparable jobs. This is not, 
however, an insurmountable difficulty. The problem 
was resolved satisfactorily in Great Britain by the 
Guillebaud Committee. The British Transport Com- 
mission and the railway unions could not agree on 
what industrial occupations were truly comparable 
with the various occupations and grades of railway- 
men. They agreed, however, to appoint an independ- 
ent committee to compare railway pay with payments 
made for comparable work in other industries. The 
committee, under the chairmanship of Mr. C. Guille- 
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baud, conducted a most detailed investigation and 
found a sufficiently large number of jobs in other 
industries to make equitable comparisons in rates of 
pay. The committee’s report was accepted by the 
parties as well as by the Government. Since the issue 
of comparative wages has been one of the major 
points of disagreement between Canadian railways 
and their employees, is it not time to follow the 
British example? The compilation of truly comparable 
occupations would serve as an index to the movement 
of actual rates of pay, and furthermore would provide 
the Government and the Canadian public, who in 
future would definitely assume more and more the 
burden of wage increases, with unquestionable proof 
as to whether wage increases were warranted. 


RAILWAY CHARGES AND RAILWAY WAGES 


A serious impediment to the conclusion of wage 
agreements through negotiation between the railways 
and their employees—without resort to conciliation 
and direct Government intervention—has been the 
regulation of railway charges. The reference to con- 
ciliation of every union demand for wages advances 
can be attributed solely to the railways’ apprehension, 
not entirely unfounded, that voluntary wage increases 
would prejudice their case for increases in rates. In 
fact, conciliation of every wage demand may be said 
to have been imposed on the parties by the Board 
of Transport Commissioners in the declaration that 
it will not accede to applications for rate increases 
“due wholly or partly to wage increases until agree- 
ment has been reached between the employees and 
the railways by completion of the usual processes of 
labour negotiation.”* 


The most important function of the Board of 
Transport Commissioners has been the regulation of 
railway rates. It has the power “to fix, determine, and 
enforce just and reasonable rates, and to change and 
alter rates as changing conditions or costs of trans- 
portation may from time to time require.” This power 
does not,-however, extend to rates charged for the 
conveyance of grains and grain products from West- 
ern Canada, which were fixed by statute sixty-three 
years ago under the Crow's Nest Pass Agreement, and 
it is subject to statutory provisions under the Maritime. 
Freight Rates Act. 


Between 1920 and 1946 no rate increases were 
authorized. The formula applied by the Board since 
1947, known as the reguirements: method, is de- 
signed to provide the Canadian Pacific a “Net Rail 
Income,” which in 1948 was made up as follows: 


1Board of Transport Commissioners for Canada, Judgement and Order. 
November 17, 1958, p. 16. 
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Fixed Charges ............. $18,000,000 

Dividends (5% on paid up c common 
stock, and ge on poner" 21,310,000 
Surplus ................. 15,235,000 
Total $54,545,000 


A successful appeal by some provinces in 1950 result- 
ed in the apportionment of the fixed charges between 
rail and non-rail enterprises and the reduction of the 


total amount to $47,576,579. As the financial structure 


of the company changes, the amount of each item is 
naturally revised, although the percentage return to 
ordinary and preference stock has remained the same, 
In 1957 an additional allowance item of $2,400,000 
was included in the “requirements” formula. How- 
ever, the level of earnings, that the Board has from 
time to time considered just and reasonable has never 
been attained. 


Although the Canadian Pacific has remained the 
yardstick railway, the needs of the Canadian National 
have also been considered by the Board. Because its 
operations are being subsidized, however, the Board 
has emphasized that the C.N.R.’s wage costs ‘have 
not been used as a measure in determining expenses 
and requirements of the Canadian Pacific.””* Undoubt- 
edly this statement was intended as a rebuke to those 
who maintained, and some still do, that the National 
System, being subject to political pressure, gives in to 
union demands and becomes a pace setter. Regardless 
of the degree of increase in the Canadian National's 
costs consequent on wage advances, the additional 
costs of the Canadian Pacific are given primary con- 
sideration when increases in rates are determined. The 
Board also takes into consideration estimates of costs 
that might be incurred in the future. Amongst the 
factors taken into account are the future volume of 
traffic; what the state of the economy might be; the 
estimated increase in labour costs; and economies that 
are likely to result from dieselization and other tech- 
nological improvements. Traders and certain prov- 
inces often objected to the consideration of labour 
costs on the ground that the Board may become 
involved in the determination of railway wages. This 
argument lacks substance; the Board has made it quite 
clear that it would not authorize rate increases until 
labour and management have completed the usual 
processes of negotiation. On the other hand, consider- 
ing that labour costs constitute over 60 per cent of 
railway gross expenditures, or to put it more simply, 
that over 50c from every dollar received by the rail- 


——— 





ways goes to labour, should there not be some form | 


of liaison between the price and wage determining 
bodies ? 


2Board of Transport Commissioners for Canada, Judgement and Order. 
November 17, 1958, p. 24. 
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Between 1947 and 1958 six rate increases were 
authorized, cumulatively representing an increase of 
120 per cent over the general level in effect in 1947. 
The increases were applied fully on the normal rates, 
which represented only 42 per cent of the total rail- 
way traffic. Hence, in terms of earnings, the 120 per 
cent increase in rates raised the per mile revenue by 
55.4 per cent for the Canadian National and 57.9 
per cent for the Canadian Pacific. In 1957 approx- 
imately 30 per cent of the Canadian Pacific's traffic 
consisted of grain and grain products, which are con- 
veyed at the statutory rates fixed in 1897, yielding 
only 9 per cent of the company’s freight revenue, some 
17 per cent was carried at competitive rates, and 8 per 
cent at agreed charges. Because the whole burden of 
increasing rates has fallen on the traffic bearing the 
normal rates, more and more of that traffic has been 
driven away. For this reason one of the Board’s Com- 
missioners declared in 1958 that it was high time for 
the Board to “bring to the attention of all concerned, 
and in particular the Government of Canada, the serious 
situation confronting the Board with respect to its duty 
to maintain ‘just and reasonable’ freight rates.’”* 


In determining what rates are just and reasonable, 
the Board must consider the interests of both the 
railways and the public. The railways have been 
squeezed between rising labour and other costs on 
the one hand and transport competition on the other, 
and this limits their ability to obtain the full benefit 
of higher freight rates. The public has borne the full 
burden of freight rate increases because what would 
have fallen on grain and grain products in the absence 
of the statutory rates has been shifted to other traffics. 
If subsidization of agriculture is necessary, as in the 
national interest, then the Government should raise 
the present direct farm subsidy. There is no justifica- 
tion in compelling one industry to subsidize another, 
especially when the former is in financial difficulties 
itself. ; 


We have already stated that as long as the 
general trend of wages is upward, the railways can- 
not expect the pressure from their employees for 
higher wages to cease. But their charges are distorted 
to such an extent as to make it virtually impossible 
to absorb the higher costs and still maintain a reason- 
able return to capital. It is estimated (Saturday Night, 
April 11, 1959) that if the rates for the conveyance 
of grain and grain products had increased by only 50 
per cent as much as normal rates had risen since 1914, 
the Canadian Pacific would have earned $58 million 
more in 1958 alone. It is imperative, therefore, that 
the Government either compensate the railways for 
the movement of grain and grain products, an ad- 


8Commissioner H. B. Chase, in ‘Further Observations” to the Judge- 
ment of November 17, 1958, p. 32. 


ditional burden on the taxpayer, or take a political 
risk and abrogate the Crow’s Nest Pass Agreement. 


In their battle against rising labour and other 
costs, the railways have been facing another problem, 
which is rooted in the procedure followed in obtain- 
ing rate increases: application to the Board of Trans- 
port Commissioners, extensive arguments and 
counter-arguments, appeal to the Governor-in-Council 
against the Board's decision, and often reference back 
to the Board for reconsideration, and a repetition of 
the initial process with additional representations. 
The provision for appeal to the Governor-in-Council 
from decisions of the Board of Transport Commis- 
sioners, which has been invoked after every author- 
ization to raise rates, is the cause of considerable 
delay in putting into effect the higher rates thus 
depriving the railways of substantial revenue. For 
example, from the time of the 1946 application for 
higher rates to the final authorization of increases in 
1948, the railways have estimated a loss in revenue 
of some $150 million. This time lag between rising 
costs and rate adjustments causes an imbalance in 
operating revenue and operating costs. Furthermore, 
economic conditions change: when an application is 
based on the conditions existing at the time, the 
decision, if it is delayed for very long, may not be 
in accord with the new situation. For example, the 
application in 1946 for a 30 per cent increase in rates 
was designed to offset a 10 cents per hour increase 
in wages; by April 1948, when authorization was 
finally granted for a 21 per cent increase in rates, the 
cost of living had risen so much that the employees 
demanded and obtained another wage increase. 


This problem of procedure and the question of 
rates for the conveyance of grain and grain products 
are within the province of the Federal Government. 
Their existence may be justified on general economic 
and political grounds; however, the railways are faced 
with rising costs of materials over which they have 
no control, and because of increasing living costs and 
wages generally, pressure from their employees for 
wage advances, which also must be met. The post-war 
construction. of super highways from coast to coast, 
the continuous expansion of air traffics, the increasing 
efficiency of road transports, and the opening of the 
St. Lawrence Seaway have raised formidable obstacles 
to the return of railway prosperity. It is imperative, 
therefore, that artificial obstacles created more than 
half a century ago, and founded on grounds that no 
longer exist, should be eliminated. 


The deployment of the railways by the Govern- 
ment as instruments for the implementation of econ- 
omic polices, whether expressed in terms of fostering 
specific industries or enforcing the effectiveness of 
price policies, or both, appears to have been accepted 
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by the public for many years as being in the national 
interest, regardless of whether such deployment rend- 
ers the railways incapable of meeting their operating 
costs. If the Government feels politically and econ- 
omically committed to low charges for the convey- 
ances of grain and grain products and, in addition, 
feels compelled to require of the railways the per- 
formance of certain other services at charges unrelated 
to the cost of conveyance, the public rather than the 
railways must assume the burden. 


The fact is that since World War II the rapid 
increase in industrial productivity facilitated wage 
increases to industrial workers, which the railways 
could not and still cannot hope to meet as long as 
their charges and practices are strictly regulated and 
they are compelled to maintain un-remunerative ser- 
vices. If the railways are to maintain the wages of their 
employees at a level comparable to that of other 
industries and still pay their way, then a re-assessment 
of their double role—the provision of commercial as 
well as public services—is urgently required. If it is 
in the national interest to maintain this dual role, 
and the Government considers it inadvisable to term- 
inate railway regulations, then, in justice to the rail- 
ways and to their employees, compensation must be 
paid for services rendered in the national interest. 
Annual estimates could be made of the revenue that 
the railways could have made had they charged the 
prevailing rates for services rendered at statutory 
rates and of the cost entailed in providing socially 
necessary, unremunerative services; compensation to 
this extent could be paid from the national treasury. 
The application of such a policy would silence union 
outcries that their members were in fact subsidizing 
the services rendered in the public interest by being 
compelled to accept lower than prevailing wages 
because the railways could not pay, and the railways 
could no longer claim inability to pay by reason of 


having to maintain unremunerative services in the . 


public interest and provide services at regulated rates. 


SUMMARY¥ 


1. The Canadian National is a consolidation of bank- 
rupt railways originally built to compete with one 
another. It was not in the national interest to let 
such railways go into receivership. 


2. In addition to the system’s heavy burden in having 
to maintain unremunerative services, the Govern- 
ment transferred to it all the debts of the constit- 
uent companies; this means in effect that the 
Government transferred its own railway debt to 
the national system. 


3. Hence the existence of the Canadian National as a 
public enterprise can only be justified on the 
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ground that it is necessary for the maintenance of 
a pattern of economic development different from 
that which would result in the absence of subsi- 
dized transportation. 


4. If the role of the Canadian National is political, 
social, and economic, then the company’s ability 
to pay is of no consequence as a wage determinant. 
In such case the only just standard of measure in 
determining the salaries and wages paid to employ- 
ees of the Canadian National is that used in deter. 


mining payments to other Government employees, 


namely, comparative wages and salaries. 


5. The problem with which we are confronted is this: 
is it just and equitable to maintain the same social, 
economic, and political obligations on the privately 
owned Canadian Pacific as those imposed on the 
public system? Some would approve of this on the 
ground that the Canadian Pacific obtained exten- 
sive public assistance and privileges during its 
formative years. This argument has no substance: 
ali early settlers obtained some form of assistance 
from the Federal and Provincial Governments, 
Should western farmers be asked to sell their pro- 
duce at prices below cost because their ancestors 
were given free land or land at low payments? 


6. If there is agreement that the Canadian Pacific 
should not be imposed upon by the same obligations 
as those imposed on the National system, and 
certainly we cannot have two policies—two scales 
of rates, two sets of regulations—a new railway 
policy is necessary. 


CONCLUSION* 


The refusai by the railways to grant their non- | 


operating employees the full 14 cents per hour wage 
increase recommended by the Milvain Board was 
justified and should have been given maximum pub- 
lic support. The fact is that the recommendation for 
an increase was not unanimous—it was made by the 
union nominee and the chairman—and hence cannot 
be regarded as totally impartial. Furthermore, the 
board did not possess the necessary comparative data 
to make valid pronouncements on the comparability 
of jobs between industries. 


The recommended increase in railway wages by 
14 cents an hour was based on a comparison between 
wages in railways and durable goods industries. The 
recognition by the Board of wages in the durable 
goods industries as a just standard of measure was 
based on the erroneous assumption that conditions in 
the two industries have remained the same as they 
were in 1950, when this standard of comparison was 


*This conclusion and suggestion number 7 were added to the origin- 
al manuscript by Dr. Peitchinis on May 4, 1961. 
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suggested by the railways. Just because a certain 
standard of measure is adopted as equitable one year 
does not mean that that same standard is necessarily 
equitable in perpetuity. Over time, the job contents of 
the various skills change, and so do the relative posi- 
tions of the industries themselves: a high level of 
activity in one industry does not necessarily coincide 
with one in another industry. Account must be taken 
of the possibility that the equilibrium relations have 
shifted; thus wages in one industry may be depressed 
relative to another because it is adversely affected by 
the decline in world commerce. Hence over short 
periods of time wage disparities between industries 
must be recognized and accepted. For example, the 
present industrial situation is abnormal, and the work- 
ers in some industries, because of their particular 
positions, have attained a level of remuneration that 
is out of relationship to that of workers (wage earners 
as well as salaried employees) who possess equal 
skills and, in many instances, have greater respon- 
sibilities. 

It is extremely easy to be mislead by basing wage 
comparisons upon a specific trade or even a group 
of trades: a general view must be taken when compar- 
isons are made between industries, and consideration 
must be given to the economic situation. Definite 
standards of comparison are hard to establish: in the 
case of the railways no single industry should be 
accepted as an equitable standard of measure. The 
level of wages prevailing in other countries should 
be taken into account, Furthermore, since the econ- 
omic positions of individual firms are never the same 
at any point of time or in any particular year, the 
average wage of a number of years should be used as 
a standard of comparison rather than the one 
prevailing at the time of contract negotiations. 


In 1958 the index of average weekly earnings of 
Non-Operating Railway workers stood at 191.1 
(1947=100), whereas those of Building and General 
Engineering workers, and workers in Durable Goods 
industries stood at 217 and 192 respectively. Assuming 
that these three industries were strictly comparable 
in 1947, must we conclude that workers in durable 
goods industries are entitled to an average wage in- 
crease of 25 index points, and non-operating railway 
employees to an increase of 25.9 index points? Such 
a recommendation would have no logical foundation; 
for it would rest on the asumption that since 1947 the 
relative positions of the three industries in terms of 
profitability, occupational structure of their respective 
labour forces, job content of the various skills, condi- 
tions of work, and other factors have remained the 
same. 


If, for example, the occupational structure of the 
labour force employed by the durable good industries 


should change in such a way that there is a proportion- 
ately greater concentration in the highly skilled high 
paid occupations than in the other industries, the aver- 
age weekly wage of employees in durable goods indus- 
tries would rise without any actual increase in wage 
rates. Furthermore, consideration should be given to 
the fact that employees of the building and durable 
goods industries might have regarded their actual 
wages in 1947 and up to 1950—when railway em- 
ployees had a small advantage over them—as unduly 
depressed relative to those of railway workers. In such 
a case a percentage increase to railwaymen compara- 
ble to those granted to workers in the other industries 
would result in proportionately greater demands by 
the latter. Such a development could well lead to a 
series of leap-frogging claims up an unending stairway. 


SUGGESTIONS: 
1. Divide the railway system into competitive and 
non-competitive areas. 


2. In competitive areas, i.e., areas in which the rail- 
ways compete for freight with highway and/or 
water, give the railways freedom to set their 
charges as well as freedom in operations. 


3. Retain rate controls in areas where the railways 
still have a substantial measure of monopoly and 
there is no possibility in the foreseeable future of 
the emergence of competition. 


4. In addition to having control over rates, the Board 
of Transport Commissioners should be empowered 
to decide whether effective competition exists 
and accordingly lift or impose rate controls. 


5. Determine which lines are maintained because of 
the National interest, but have little or no com- 
mercial merit, and what products are conveyed at 
charges that are determined by political consider- 
ations and with a view to benefiting the whole 
economy. For these the public must bear the full 
burden of revenue deficiencies from operations. 


In the final analysis it is not a question of sub- 
sidy or no subsidy but rather the form of subsidy 
that will not invite exhorbitant demands from 
labour nor induce managerial inefficiency. 


6. Revise Our Conciliation Machinery. Conciliation 
Boards, as presently constituted, are not 
suited, nor have their members had the neces- 
sary qualifications, to make valid pronouncements 
on the comparability of jobs between industries. 
Hence any recommendation for a wage increase 
based entirely on assumed rather than verified job 
comparability could not be sustained. 


As presently constituted, our conciliation mach- 
inery is most ineffective. The composition of Concil- 
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iation Boards has been laid down by an Act of 
Parliament. Because, however, Parliament had to 
satisfy labour, management, and the public, provision 
was made for the representation of all three parties 
on each Board. Labour-management committees and 
councils at various stages of the work process are 
desirable and indeed necessary. When agreement 
cannot be reached through negotiation and either 
party decides to appeal, however, the body empower- 
ed to give a final decision (e. 2n though not legally 
binding on the parties) should be so constituted as to 
be impartial. For only when the members of a board 
have no vested interests or allegiance in the institu- 
tions or to the parties involved in the dispute, can 

they examine the issues realistically by giving due 
weight to all factors to be considered. 


Every report of Conciliation Boards reveals that 
the nominees of the parties to the disputes consistent- 
ly have shown a total lack of moral obligation to 
examine impartially the issues involved. Invariably 
one reads in their reports little more than what their 
respective nominator presented to the Board. 


Conciliation of labour-management disputes is 
founded on the belief that if a board composed of 
unbiased men of repute failed to bring the parties 
together and EE an amicable settlement, public 
opinion would force them to accept its report. The 
boards have failed in both respects because of their 
partisan composition. Since the unions and the em- 
ployers nominate strong advocates of their causes and 
pholosophies, boards begin hearings with two of their 
three members dogmatically convinced in the right- 
eousness of their nominator’s case. At the end, if a 
majority report is to be presented at all, the chairman 
(the only independent member) is necessarily forced 
to side with the representative of labour or manage- 
ment depending on whose stand is less objectionable. 


STAFFING THE BANKS 


Such reports cannot and should not be treated as 
being impartial. 


To achieve impartiallity in conciliation, the 
unions, the railways, and the government should 
select together three or more persons, well-known for 
their impartiality, to form a permanent conciliation, 
board, not a permanent administrative body but 
rather permanent in composition, to replace the pres- 
ent practice of appointing new people to each board. 


This will give the members ample time to acquaint 


themselves more thoroughly with labour-management 
problems. 


7. The settlement of the dispute between the rail- 


ways and their non-operating employees has left | 


unsolved the main cause of the dispute, namely, 
the issue of comparative wages. For a permanent 
solution of the problem, I suggest that: 


i) In co-operation with management, and the 
unions, the Government appoint an impartial 
committee, comparable in composition to the 
Guillebaud Committee in the United Kingdom, 
to determine: first, what jobs in other indus- 
tries are similar and require the same degree of 
skill and responsibility as those performed by 
railwaymen, and second, what wage adjust- 
ments are necessary, not a flat rate or a definite 
percentage adjustments for all, but rather for 
each grade separately, to bring them in line 
with those paid in other industries; 


ii) The parties should agree to accept the com- 
mittee’s unanimous recommendations. 

When we have a list of comparable occupations 
we will be able to determine, now as well as in 
future negotiations, whether individual grades and 
occupations of railway workers deserve wage 
increases. 





It is widely recgnized that staff problems are now 
causing the banks the utmost concern. In quantitative 
terms, admittedly, the present problems are perhaps 
less acute than those of, say, 1955, when the banks 
were unable to secure an adequate proportion of 
school leavers, and, moreover, they should become 
easier as the “bulge” of post-war babies leaves the 
schools and passes into the labour force, an occurrence 
that will coincide with the termination of national 
service. In qualitative terms, however, the problems 
seem more acute than at any previous time and likely 
to become steadily more pressing as the banks advance 
further into specialized fields such as investment 
management, longer-term lending and, looking further 
ahead, feel the impact of electronic bookkeeping tech- 





niques. The problem facing staff managers in every 
bank to-day is not simply to find the men but to find 
men of the right potential calibre to meet the chal- 
lenge of the new techniques of banking. It is a test, 
above all, of methods of recruitment—a field in 
which, it must be confessed, the banks have lagged 
far behind the Civil Service and most big public 
companies. For this reason it is welcome news that 
the eleven London clearing banks have jointly taken 
the initiative in arranging with the Incorporated 
Association of Headmasters a convention on banking 
as a career. This is the first meeting of this kind and 
may well be the precursor of a new campaign to 
attract the bright sixth-former into the banks. 

—W. J. Thorne, The Banker 
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THE VARIABLE ANNUITY DEBATE 


Mr. Lusztig notes that while variable annuities differ as between 
plans, the basic principles are simple and straightforward. The 
concept, however, is the focus of spirited controversy in insurance 


circles. 


Though the variable annuity concept can be 
traced back to the 16th century England, it has only 
recently—in the last decade—become the focus of 
spirited controversy in insurance circles. The schools 
of thought are sharply divided. There are those on 
the one hand who feel that variable annuities and life 
insurance are two very different schemes to be kept 
distinct and separate. There are others who point to 
the persistent though irregular tendency towards 
lower purchasing power of the dollar’ and claim a 
partial solution to the resultant dilemma of those 
who do plan towards retirement and old age. While 
most Canadian life insurance companies watch closely 
from the sidelines,* two of the largest U.S. concerns, 
the Prudential Insurance Company of America and 
the Metropolitan Life Insurance Company, continue 
to wage their drawn-out debate on variable annuities 
—the former in favor, the latter against. 


Though variable annuities differ as between 
plans, the basic principles behind such annuities are 
simple and straight forward.* Unlike conventional 
annuity contracts, which guarantee a fixed dollar in- 
come, variable annuities provide for the investment 
of contributions in equities, as a direct consequence 
of which benefits will fluctuate. An attempt is made 
to provide periodic payments, the actual dollar 
amount varying in relation to the cost-of-living rather 
than being a guaranteed fixed amount. It is felt by 
proponents of the scheme that through prudent in- 
vestment, by insurers, in common stocks and other 


1Taking the 1947-1949 U.S. dollar as equal to 100 cents, the dollar 
in 1955 was worth 87 cents in purchasing power; it was worth 
$2.94 in 1900 and $4.35 in 1850. 

"Several companies registered under federal statute are no doubt pre- 
pared to offer variable annuities immediately following the forth- 
coming amendments (Bill S-5) to the Canadian and British Insurance 
Companies Act. The amendments would make such offerings feasible. 
See “Big Money Flows Into the Market if Ottawa Moves,” The 
Financial Post, February 4, 1961, p. 1. 


3For an excellent discourse in this area see R. I. Mehr, “The Variable 
uity: Security or Insurance,” Journal of Finance, Vol. XIII 
(September, 1958), pp. 386-411. 


PETER LUSZTIG 


equities, a more consistent purchasing power of 
pensions can be maintained.* While it might be 
argued, however, that Canada’s recent two percent 
compounding annual rate of inflation could have 
been offset through investment in equities, it should 
also be noted that there is no necessary or historical 
connection between our cost-of-living and the index 
of stock values.® 


Today’s best known variable annuity is the 
College Retirement Equities Fund and as such will 
be used for illustrative purposes.® It is designed for 
university teachers, a somewhat more sophisticated 
clientele than life insurers can expect. Participants in 
CREF can allocate up to half of total premiums 
towards the university retirement system to the equity 
fund, leaving at least one half to the purchase of a 
fixed dollar annuity. Each premium paid to CREF 
purchases “accumulation” units representing the par- 
ticipants share in CREF. When common stock prices, 
and therefore unit values, are lower, a given premium 
purchases a greater number of “accumulation” units; 
when they are higher, fewer accumulation units are 
purchased. Dividends are treated as additional ot 
iums. On retirement, the participants accumulation 
units are converted into a lifetime income expressed in 
terms of annuity units. These units are revalued at the 
end of each fiscal year, providing more dollars of 
income when stock prices and dividends are high and 
fewer dollars when the opposite is the case.’ 


4See for example, R. M. Duncan, “A Retirement System Granting 
Unit Annuities and Investing in Equities,” Transactions of the Society 
of Actuaries, Vol. IV, Meeting No. 9, pp. 317-342. 

5This latter consideration is advanced by, G. F. N. Smith, “Life 
Insurance or the Securities Market?” Life Underwriters News, Vol. 
46 (October, 1960), p. 22. 

6Created in 1952 by a special act of the New York Legislature as a 
non-profit educational corporation to write variable annuities for 
employees of universities and colleges. For an interesting summation 
of an economic study which preceded CREF, see W. C. Greenough, 
A New Approach to Retirement Income, Teachers Insurance and 
Annuity Association of America, 1951. 

TMortality experiences and expenses are also considerations. 











It is obvious that the crucial decisions to be made 
by insurers of variable annuities will be those decis- 
ions concerned with investment policy. A balance 
between equities and fixed dollar investments must 
be defined and maintained, for no recipient of retire- 
ment income, no matter how logical or well informed, 
would comprehend adverse or violent fluctuations in 
the amount of HIS OWN income. It has even, on 
occasion, been suggested that some buyers of variables 
will expect their purchase to be risk-free because it is 
established insurance companies that buy the common 
shares on their behalf. 


Any attempt to actively promote variable an- 
nuities in Canada would pose severe problems. This 
paper presupposes revisions to relevant statutes. What 
is of great interest and significance, and requires fur- 
ther attention is the probable economic impact of any 
boom in the sale of variable annuities. It would affect 
almost every channel of saving and investment in this 
country and, because of the likelihood of more direct 
placement of new issues of common stock with 
insurers, would affect the investment dealers as well. 


One might consider the repercussions likely to be 
felt in the stock markets. Stock market implications 
include the supply and demand for common shares as 
well as the matter of corporate control, At the present 
time, Canadian life companies can hardly be consid- 


TABLE I 
CHANGES IN THE SUPPLY AND DEMAND FOR STOCKS (CANADA) 
(in millions of dollars) 


CHANGES IN CANADIAN HOLDINGS OF: 


1954 1955 
Net New Common Stock............... 147 367 
Net New Preferred ....................... 25 95 
NET NEW STOCK ISSUES 172 462 
Can. Life Insurers — Common 2 2 
Can. Life Insurers — Pref. ..... -7 -1 
Pension Funds — Common ........ n.a. n.a. 
Pension Funds — Preferred ......... n.a. n.a. 
Canadian Mutual Funds — Pr. & C. 33 22 
Non-Resident Owned Funds 
PD, WE ee chek ss oye hokincaene, 102 68 
Other Foreign Portfolio 
Investment — Pr. & C. ............ 32 140 


Sources. Bank of Canada Financial Supplement, 
Reports of the Superintendent of Insurance for Canada, 


DBS Trusteed Pension Plans, 


Monthly Review of the Bank of Nova Scotia, October, 1960. 
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ered significant buyers of common shares.* It should 
be noted, however, that Canadians put almost two 
hundred million dollars into the purchase of fixed 
dollar annuities from life insurers in 1959,° and that 
this amount will increase substantially over the next 
twenty years.” One is not unrealistic, therefore, in 
assuming that if the way were cleared for offerings 
of variable annuities, within a short period of time, 
insurance companies would prove potential buyers 
of a net of over one hundred millions of dollars 
worth of better grade common stocks each year. This. 
would represent new monies in the stock market and 
ignores the possibility of any switching out of mutual 
funds and into variables. 


Thus, there would be an annual increase of close 
to ten per cent in the value of common stock pres- 
ently being traded on major Canadian exchanges— 
stock that is of the type likely to be acceptable to 
insurers.’ The effect on price-earnings ratios in view 
of the indicated thin market (see table I) for accept- 


8See Bank of Canada, Statistical Summary, Ottawa, February, 1961, 


p. 103. 

®Report of the Superintendent of Insurance for Canada, Ottawa. 1960. 

10See submission to the Royal Commission on Canada’s Economic 
Prospects by the Canadian Life Insurance Officers’ Association, 1956, 
entitled “The Significance of Life Insurance in the Canadian 
Economy.” 

11Just over $800,000,000 in securities, other than mining and oils, 





were, for example, traded on the Toronto Exch during 1960. | 
There has been a significant rise in trading in the first two months | 
of 1961 over 1960 levels. 





1956 1957 1958 1959 1960 | 
514 427 273 340 153 | 
176 88 27 73 35 
690 515 300 413 188 


6 7 10 12) 
) of 
3 -2 3 SP occe 
n.a. 26 78 57 n.a. 
N.a. 1 -5 -3 n.a. | 
48 30 62 134 n.a. | 
70 on 14 -12 n.a. 
183 99 101 150 n.a. | 
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able common shares would be such as to force a shift 
to U.S. equities. It should be recognized, however, 
that the supply of good U.S. common shares may in 
time prove inadequate because of institutional de- 
mand there. In fact, for some time, only a small 
percentage of the outstanding shares of Du Pont, 
Union Carbide and Carbon, and comparable situations 
have been traded.” 


The possibility of heavy buying of U.S. common 
stock by Canadian Institutional Investors does in itself 
present a stimulating topic for controversy and dis- 
cussion."® Further, the periodic shortage of mortgage 
monies, a significant portion of which—some 30 per 
cent—is supplied by life insurance savings, would 
be somewhat aggravated. This latter situation does 


12See L. E. Morrissey, “Dispute Over the Variable Annuity,” Harvard 
eta erie, Vol XXXV, No. 1 (January-February, 1957), 
pp. 75-84. 

18See remarks by Mr. J. E. Coyne on the “Balance of Payment Prob- 
lems in North America” delivered at a meeting of the Economic 
Club of New York, March 7, 1961. 





have political implications that might in time bring 
pressures to bear on the life insurance industry. 


Some evidence of the thin market for Canadian 
securities is provided by studying the price earnings 
ratio of those stocks that appear to be the favorites 
of our mutual funds. It is worth noting that close 
to fifty per cent of the over $300 million increase 
in the portfolios of mutuals between 1955 and 1960 
represented purchases of common stock in but twenty 
firms.‘ These twenty corporations include Calgary 
Power (price-earnings ratio of 28), Moore Corpor- 
ation (29), Aluminum Ltd. (27), British American 
Oil (28), and the Bank of Nova Scotia (28).* The 
ratios are representative of many of the twenty con- 
cerns and are somewhat higher than what is accepted 
as being typical within the respective industry group- 
ings. The composite price-earnings ratio of the twenty 


14"Where Mutual Funds Invest: Half the Cash in 20 Stocks,” The 
Financial Post, September 24, 1960, p. 26. 
15Ratios at the end of March, 1961. 


TABLE II 


SELECTED MAJOR INVESTMENTS OF CANADIAN LIFE INSURANCE COMPANIES 


(As a percent of total and based on book values) 


Bonds - Government of Canada 
Provinces 
Commonwealth 
U. S. A. 

Canadian Local Authority 
Canadian Transportation 
Canadian Public Utilities 
U.S. Public Utilities 
Canadian Industrials 

U.S. Industrials 

Other Industrials 


Total All Bonds including above 
Total Preferred Stock 
Common Canadian Public Utility 
U.S. Public Utility 
Canadian Industrials 
U.S. Industrials 
Other Industrials 


Total All Common Including Above 


Mortgage Loans 
Real Estate 


1950 1957 1959 
18.55% 4.15% 4.75% 
5.15 4,50 4.65 
7.98 3.64 3.38 
N.A. 1.48 1.51 
3.89 5.00 4.93 
0.47 1.07 0.93 
4.63 5.12 5.19 
8.24 6.58 5.73 
4.64 5.69 4.67 
3.32 3.81 3.47 
0.86 2.00 1.99 
66.26 49.67 47.79 
2.86 1.59 1.43 
0.87 0.14 0.15 
0.15 0.77 0.70 
0.43 0.50 0.59 
1.35 1.36 1.14 
0.02 0.16 0.46 
3.14 3.40 3.59 
18.14 34.24 35.37 
1.22 3.20 3.28 


Source: Reports of the Superintendent of Insurance for Canada. 
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stocks comprising the Toronto Industrial Index is 
under eighteen.’* The ratios are of course significant 
in that for variable annuities to achieve their desired 
aim, capital appreciation and dividends must be in 
excess of what Canadian insurers are presently able 
to net on their investments.’ Further pressures by 
institutions on the demand side may make attainment 
of a net of over five per cent extremely difficult to 
achieve. 


If one were attempting a contrast between vari- 
able annuities and mutual funds, attention would 
have to be given to three main points. First of all, 
by electing the appropriate plan, an annuitant can be 
assured against outliving his income. Investment in 
a mutual fund can afford such protection only 
through conversion, but a single premium immediate 


16Taken from the Toronto Stock Exchange Statistical Summary for the 
week ending March 30, 1961. : 

1?The Canadian Life Insurance Officers’ Association released a figure 
of 4.80 per cent NET for 1959. 


CAPITAL PUNISHMENT 


annuity, dependent on the price level of common 
shares, injects an undesirably speculative feature. 


Next, the conversion of an investment in a 
mutual fund into cash is easier than the conversion 
of variable annuities. The mutual is far more 
liquid, as annuity holders will, in most cases, face 
limitations on cashing in their policies, Finally, there 
are varying tax considerations. 


If in the near future attempts are made to im- 
prove the employment picture through say low in- 
terest rates, subsidies, heavy deficit financing, or other 
similar means that are recognized as inflationary,” 
the variable annuity will once again be topical. In 





—_ 


Canada over the next decade, however, it is unlikely | 


to prove feasible or acceptable, except on an extremely 
modest scale. 


18Improbable. See the 1960 annual report of the governor of the Bank 
of Canada to the minister of finance. 





The balance of payments, then, furnishes no 
excuse whatever for changing today’s tax laws. To do 
so, moreover, would carry grave risks. By penalizing 
outlays by U.S. businessmen in other industrial nations, 
it would discourage private investment in the very 
areas where it has been most useful and profitable in 
the past, and apparently holds most heer» for the 
future. As a result, capital seeking a favorable return 
would be kept at home, in a melancholy resurgence 
of economic nationalism; it scarcely would flow in 
quantity to underdeveloped lands, from Indonesia 
to the Congo, which not only have little investment 
opportunity to offer, but also cherish a deep-seated 
suspicion of capitalistic ways. To the extent that it 
succeeded in luring dollars into backward lands, such 
legislation would open a Pandora’s box of tax 
inequity. Finally, any such attempt to channel invest- 
ment solely into areas favored by Washington would 
undermine further this nation’s deteriorating com- 
petitive position. 


The last point underscores a truth rarely ap- 
preciated. U.S. business activities abroad yield this 
country not only dollars and cents, but also a rich 
harvest of technological know-how. For no nation 
can claim a monopoly on scientific advance. Just 
last week, for example, Proctor & Gamble announced 
plans to build a new research and technical center in 





Brussels. Comparable investments hy major U.S. con- 
cerns, across the whole spectrum of business, have 
enabled this country to enlist the ingenuity and skills 
of workers and scientists of many lands. The benefits 
inevitably flow not only to subsidiaries abroad, but 
also to corporate parents at home. It is worth re- 
calling that such versatile wonders as Dacron and 
polyethylene were invented by the British, poly- 
propylene by the Italians and urethane foam by the 
Germans. The oxygen converter, which now is re- 
making the face of the U.S. steel industry, originated 
in Austria, Chemical refining of metal was achieved 
by a Canadian. Time after time, U.S. industry has 
received a bold—and profitable—impetus from some 
foreign discovery. 


For over a generation, then, tax incentives to 
private investment abroad have more than paid their 
way. Today, with the U.S. beset at home by high 
costs and other obstacles to vigorous competition, 
they are more than ever ‘necessary and desirable. 
Changing the law, to imprison private capital within 
the nation’s borders, would be a costly error. If the 
Administration truly wishes to seek out and explore 
new frontiers, it can do so most effectively by un- 
leashing rather than hobbling the energy and the 
enterprise of the American businessman. 


Barron's, April 1961. 
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Impact 


of a Shopping Centre: 


The Wellington Square Experience 


What is to be the future of downtown shopping in the face of the 
growth of surburban shopping centres? In this article, the author 
describes a study of the effects of the first downtown shopping 


centre in North America. 


In August 1960, a unique shopping centre called 
Wellington Square opened in the heart of downtown 
London, Ontario. In one step, over 400,000 square 
feet of retailing space was added to the existing 
1,200,000 square feet of retailing space in the down- 
town area. 


This project surely ranks as a noteworthy exam- 
ple of all-out effort to develop and consolidate the 
core area of a city, particularly at this time of 
general concern about the future of metropolitan down- 
town areas. What sort of thinking was behind this 
development? How has it affected downtown Lon- 
don? What is the outlook for the future? This paper 
will attempt to answer these and other questions by 
reviewing the history of the project, by presenting 
research data on the effects of the project on London 
retailers and consumers, and by commenting on the 
problem of future development. 


BACKGROUND 


The city of London is centrally located in a fast 
growing and prosperous seven-county trading area 
in Southwestern Ontario. As can be seen from Exhibit 
1, London serves as a focal point for a number of 
highway systems and is thus highly accessible from 
every direction. 


The approximate limits of the London trading 
area are outlined by the shaded areas on Exhibit 1.’ 
Total retail sales within this area were estimated at 
about $195,000,000 in 1960.* The total population of 
this trading area is about 500,000 people, with about 


'1This trading area information was obtained from a brochure, publish- 
ed by Webb and Knapp (Canada) Ltd. and based on a survey con- 
ducted prior to the construction of Wellington Square. 

“Food purchases were included in this estimate only for the primary 
or darkest zone; for the tertiary or lightest zone only department 
store and apparrel expenditures were included. 


JosePpH N. Fry 


165,000 living within the limits of metropolitan 
London. Family buying power in the trading area is 
an estimated 19% higher than the average for Canada, 
and income levels in London proper are about 24% 
above the national average. As a whole the trading 
area ranks as the 11th largest in retail sales in Canada. 


London’s downtown or central business district 
is generally defined as the area within the rectangle 
formed by Queens Avenue on the north, Wellington 
and Ridout Streets on the east and west respectively, 
and York Street on the south. Dundas Street is regard- 
ed as the major traffic and shopping artery, and the 
corner of Dundas and Richmond Streets is generally 
considered the key intersection in the city. These streets 
and the boundaries of the downtown area can be 
traced on Exhibit 2. The major institutions in down- 
town London, such as the Market Parking Building, 
Simpson’s London Ltd. department store, and the 
Wellington Square shopping centre can also be locat- 
ed on Exhibit 2. An important subsidiary shopping 
district known as the East London shopping area is 
located about one mile east of the downtown area on 
Dundas Street. It includes a major furniture store 
and large clothing stores. 


Wellington Square occupies the full block 
bounded by York, Wellington, Clarence, and King 
Streets. It was first announced by the developers, 
Webb and Knapp (Canada) Ltd., early in 1958. Con- 
struction started later that year, and the doors were 
opened for business August 11, 1960. 


The principal tenant in Wellington Square is the 
T. Eaton Co. Ltd., which operates a 250,000 square 
foot department store. Other key tenants include a 
Dominion Stores Ltd. supermarket, a F. W. Wool- 
worth Ltd. variety store, and a major furniture store. 
In sum, there are about 40 tenants in Wellington 
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EXHIBIT 1 





Square, offering the consumer a fairly complete line 
of convenience, shopping, and specialty goods. 


Wellington Square is the first such shopping 
centre built downtown in any North American city. 
It includes a fully enclosed, air-conditioned shopping 
mall, parking facilities for 850 cars, and offers a num- 
ber 4 special services such as coat checking, public 
washrooms, and emergency medical facilities. Other 
details on this project can be found in Exhibit 3. 


JUSTIFICATION OF THE DOWNTOWN LOCATION 


Justification of the downtown location of this 
huge project rested primarily on the conclusion, 
drawn from market studies, that total retail sales in 
downtown London could be substantially increased 
by the drawing power of additional retailing facilities. 
It was reasoned that the existing downtown facilities 
and the new Wellington Square would complement 
each other, together forming a strong new attraction 
to trading area consumers. Conversely, it was un- 
doubtedly concluded that the strength of this attrac- 
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tion would be greatly reduced if Wellington Square | 


were located in a suburban district, with a net result 
of a lower potential sales volume. 


The validity of this conclusion, that total sales 
could and would be expanded, was of crucial import- 
ance to both the existing downtown merchants and 
the prospective Wellington Square merchants because 
of the tremendous increase in retailing capacity that 
Wellington Square represented. It could reasonably 
be assumed that Wellington Square would require a 
sales volume of $20-25 million annually to operate 
profitably. The whole downtown area, prior to Wel- 
lington Square, was only doing an estimated $55 mil- 
lion annually.* Either total sales had to be expanded 
within a reasonable period of time, or the complete 
downtown area, including Wellington Square, would 
be in a state of gross overcapacity and in trouble. The 
$55 million of existing business could not be spread 
over the total retailing capacity and support efficient, 
profitable operation. 


%Brochure by Webb and Knapp (Canada) Ltd. 























d 
, 


\ 


yuld 
The 
ead 
ent, 














The developers, their researchers, and the prin- 
cipal tenant were convinced that their conclusion was 
valid and argued publicly that total sales would not 
only be increased, but that they would be increased 
to such an extent that the existing downtown merc- 
hants would not suffer. Their reasoning is best 
elaborated in these excerpts from the London Free 
Press.* 


In Wellington Square, the annual meeting of 
the London Downtown Association was told last 
night, core area merchants will not encounter 
competition but rather a stimulus which will help 
them tap a presently untouched $40,000,000 
shopping potential. 


W. A. Smith, economist with T. Eaton Co., 
said he imagined local merchants viewed the 
entry of Eaton’s into the city with mixed feelings, 
perhaps misgivings. 

‘You may be thinking: What will these new 
stores do to my business?’ and he assured they 
will stimulate trade. 


Between 1951 and 1958, population of the 
London trading area increased by 56,000 for an 
approximate increase of $40,000,000 annually in 
food and department store merchandise, $27,000,- 
000 of which is department store buying. 


This would require the addition of 540,000 
square feet of store space in downtown London, 
at an average rate of sales per square feet, if all 
the additional business were done here. 


But since 1951, apart from the 40,000 square 
feet added by the Simpson’s London Ltd. in 1955, 
there has been no substantial increase in the 
1,014,000 square feet of non-food retail space 
which existed in 1951 in the downtown area, 
bounded by Queens Avenue, Wellington, York, 
and Talbot Streets. 


Wellington Square will add about 342,000 (sic) 
square feet of non-food retail space. The addi- 
tional facilities offered shoppers for comparison 
shopping will induce people in the trade area to 
buy more of their needs in the central business 
district, Mr. Smith said. 


‘We would not be here if we did not believe 
that there was ample evidence of a need for new 
facilities,’ he assured, explaining that the Square 
is looking for its sales volume, ‘not from your 
sales, but from the amount of unsatisfied business 
potential that is presently being done away from 
London and the needs of additional population 
of London in future years.’ 


4The London Free Press, March 6, 1959. 


When Mr. Smith finished his address, Fred 
Kingsmill Sr., in thanking him, said he not only 
had set at rest any fears but had convinced the 
merchants they would prosper instead of lose 
business because of Wellington Square. 


Additional justification for the downtown loca- 
tion of the Square, paricularly from the point of view 
of the existing retailers and civic officials, was the 
probable influence the Square would have in consol- 
idating the downtown area and discouraging subur- 
ban shopping developments. Views expressed regard- 
ing this benefit were: 


“,.. (Wellington Square) will preserve London 


as a city .. . as a centre that will go on without 
fear of decentralization or suburban shopping 
centres.’”* 

and 


“For downtown areas everywhere, Wellington 
Square represents a shining example of how a 
city can strengthen the appeal of its central 
business district. It promises downtown a new 
lease on life in its struggle to maintain the affec- 
tions of the convenience minded consumer in the 
face of intense competition from the suburbs.”* 


REACTION OF THE DOWNTOWN MERCHANTS 


The immediate reaction of the merchants in the 
downtown area to the proposed Wellington Square 
seemed to be one of mixed feeling. Some (particularly 
in private conversations) viewed Wellington Square 
as a dangerous competitive threat. Others saw the 
project as the key to revitalizing the whole downtown 
area. 


The majority view was no doubt expressed 
through the Downtown London Association, an assoc- 
iation of the central business district merchants, which 
came out in favour of the Wellington Square devel- 
opment. The reasons given for favoring the project 
were: (1) the increased sales that would result from 
the additional drawing power and (2) the reduction 
of the threat of a major suburban shopping centre. 


THE RESEARCH STUDY 

In early 1961, at the suggestion of executive of 
the Downtown London Association, a research project 
was initiated with the primary objectives of describ- 
ing the effects of Wellington Square on retailing in 
London and on the shopping habits of consumers in 
downtown London. 


The research was executed as a term project by 
students in retailing classes at the University of 


5W. Zeckendorf Jr., quoted in The London Free Press, August 27, 
1958. 
6The London Free Press, August 10, 1960. 
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Western Ontario, School of Business Administration, 
under my general supervision. These students worked 
in three separate research teams and reported their 
results independently. I have combined these results 
and, in addition, added material from some personal 
research on these problems. 


The same general research methodology of inter- 
viewing and questioning merchants, shoppers, and 
interested officials was followed by the various re- 
search teams. Interviews were obtained with a represen- 
tative group of over 40 merchants selected from Wel- 
lington Square, the rest of the downtown area, and the 
East London shopping area. Wherever possible, tangi- 
ble measures, such as indexed sales volume figures, 
were sought from the merchants to substantiate opin- 
ions. To ensure as candid and valid opinions as possible 
all the interviewees were assured that the information 
on individual operations would remain confidential. 


A total of 460 interviews with shoppers were car- 
ried out by the teams in the downtown district. The 
shoppers were selected at specified times and 
places in the downtown district, with the objec- 
tive of obtaining as good a cross-section of downtown 
shoppers as possible. They were questioned regarding 
frequency of visits to downtown London, expendi- 
tures before and after Wellington Square and their 
shopping patterns. 


EXHIBIT 3 
WELLINGTON SQUARE IN A NUTSHELL 


Location: Wellington, King, Clarence, and York 
Streets.in downtown London. 

Cost: About $11,000,000. 

Total Land Area: 262,000 square feet (6 acres). 

Total Construction Area: 835,000 square feet. 

Total Retailing Area: 420,000 square feet. 

(T. Eaton Co. Ltd. - 250,000 square feet 
(Dominion Stores Ltd. (Supermarket) 36,000 

square feet. 
(Other - 134,000 square feet. 

Store Facilities: About 40 stores including furniture, 
clothing, variety, book, photographic equipment, 
bank, shoes, and restaurant. Includes space for 
professional offices. 

Parking: Space for 850 cars or about 4,000 cars per 
day. 

Features: Air conditioned shopping mall, emergency 
medical facilities, public washrooms. 


It would probably be worthwhile at this point 
to make explicit some of the limitations in this 
study. Perhaps the biggest limitation is with respect 
to timing: one might well argue that it is too soon 
to evaluate the results of Wellington Square. I 





would certainly agree that it is early, and that all the 
changes may not have run their full course. Therefore, 
the research does not purport to represent the final 
effects but rather the effects to date. Other limitations 
lie in the difficulty of establishing a distinct cause 
and effect relationship between some events and the 
opening of Wellington Square. This cause and effect 
relationship will therefore be handled carefully; for 
example, sales changes will be related not only to 
Wellington Square but to the overall economy. Very 
real limitations on the amount and kind of research 
we could do were posed by our limited time and non- 
existent budget. Finally many of the findings are 
based on personal opinions, and these are, of course, 
subject to bias. 


THE RESEARCH FINDINGS 


The findings of the research groups will be pre- 
sented in two broad divisions: (1) the effects of 
Wellington Square on retailing in London and (2) 
the effect of Wellington Square on downtown 


shoppers. 


Effects on Retailing. 

For convenience in the following discussion, the 
merchants that were operating in the downtown 
London prior to the opening of Wellington Square 
will be referred to as the Downtown merchants or 
East London merchants as the case may be, and the 
new Wellington Square merchants will be referred 
to as such. The combination of the Downtown 
merchants and Wellington Square merchants will be 
referred to as the Central Business District merchants. 


i) Effect on Sales Volumes. With a few exceptions, 
sale volumes of both Downtown and East London mer- 
chants have decreased a conservatively-estimated 10 to 
15% from 1959 and early 1960 levels. Many stores, 
both large and small, admitted to, or were reported 
by reliable sources to, having suffered a much greater 
percentage decrease in sales. In some cases this decrease 
in sales was as high as 40%. Stores selling primarily 
convenience goods seemed to have suffered the most; 
those selling specialty goods, with some exceptions, 
seemed to have suffered least. 


By March, three stores in Wellington Square sel- 
ling convenience goods had reached the sales volume 
at which they paid rent on a percentage of sales, which 
is a good criterion of success. Other merchants were 
reported to be doing a fair volume or satisfactory vol- 
ume, but few had achieved their budgeted sales goals. 
This may or may not mean something, since we do not 
know how realistic the budgets were. One informed 
source estimated that the whole Square was operating at 
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a sales rate of about $10 to $12 million annually, which 
is probably far below the breakeven point. It was widely 
reported that the “ery = had not achieved a satis- 
factory volume. A few of the stores in the centre were 
not in operation at the opening, but by March almost 
all the available space was in use. 


One argument that was commonly used to explain 
the lower sales volumes was that they were due to 
overall economic conditions. This is true only to a very 
limited extent as can be seen from Exhibit 4. If we 
can assume London retailing experience is roughly 
similar to the provincial experience, and this seems 
like a conservative assumption, only a very small por- 
tion of the sales decrease can be blamed on the overall 
economy. In other cases, sales increases or decreases 
were explained or excused by quite valid but unique 
situations, e.g., the variety store across the street was 
being remodelled, or the building next door burnt 
down. These factors were kept in mind in assessing 
the total effect on sales volume. 


EXHIBIT 4 
ONTARIO RETAIL TRADE INDEX’ 


Percentage change in Retail Sales by Month 
1960 over 1959 

Sept. Oct. Nov. Dec. Jan. 

1960 1960 1960 1960 1961 
Department Store — 2.1 + 0.1 +13 +48 +08 
Variety t 43-43. G7 ‘930 “ae 
Men's Clothing Is "Ss “oa “SoS 
Women’s Clothing + 6.6 — 4.8 +1.2 —1.2 —1.7 
Family Clothing + 60—40 +01 +7.3 —05 
Furniture een 767 “3 37 
‘Source: Dominion Bureau of Statistics Industry and Merchandising 
Division, Retail Trade. 
ii) Effect on Merchandise Carried. Very few changes 
in merchandise carried were reported by the merchants 
inteviewed. 


iii) Effect on Pricing. In general, the Downtown Lon- 
don and East London merchants reported taking lower 
markups and more frequent markdowns than prior to 
the opening of the Square. The extent of these pricing 
changes was quite variable. 


Merchants operating stores in Wellington Square 
as well as in Downtown London or East London were 
taking identical markups in all outiets. This ties in 
with the researchers’ opinions that prices in all three 
shopping areas were competitive on similar merchan- 
dise. 


iv) Effect on Advertising. Generally, Downtown Lon- 
don and East London merchants maintained their 
advertising expenditures at the same level as before 
the opening of the Square. Some of the major Down- 
town merchants increased expenditures however, and 
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some smaller firms actually reduced their expenditures, 
feeling that their advertising would not be noticed at 
the time of excitement about the Square. 


Collective advertising and promotion done by the 
Downtown merchants was decreased because they 
were not felt necessary with the new drawing power of 
Wellington Square in play. 


Newspaper advertising lineage in late 1960 was 
up 10% to 20% per month over 1959, despite increas- 
ed rates. This can probably be attributed directly to 
Wellington Square. Furthermore, it was the opinion 
of newspaper sources that the quality of advertising 
copy had generally improved, with more aggressive 
appeals being used and more frequent copy changes. 


v) Effect on Store Personnel, Because of the increased 
demand for sales clerks resulting from Wellington 
Square, many Downtown and East London merchants 
experienced losses in personnel. These merchants at- 
tributed the losses to the more attractive surroundings 
at the Square. They claimed that salary levels were 
competitive. 


vi) Effect on Services. There were no notable wide- 
spread changes in services such as credit or delivery. 


vii) Effect on Store Hours. Little change in store 
hours was experienced. In late April, 1961, the major- 
ity of Downtown and Wellington Square merchants 
announced they would be open two nights a week 
instead of one, but this was described as a competitive 
move against anticipated suburban competiton. 


viii) Effect on Suburban and Trading Area Develop- 
ments, Wellington Square seems to have been a patent 
failure in the role of discouraging the development of 
suburban shopping centres. The development of five 
community sized centres and one regional centre in 
suburban locations have been announced at various 
times after the opening of the Square. In addition, it 
was reported from reliable sources that two promo- 
tional department store chains (a sort of upgraded dis- 
count house) were on the point of announcing their 
intention to establish in suburban London. Of note too, 
is a major $5.5 million shopping centre being erected 
by the same developers in Kitchener, Ont., on the 
eastern fringe of the London trading area. 


ix) Effect on Real Estate. Considerable activity has 
been noted in the improvement or expansion of prem- 
ises by Downtown merchants. Woolworths Ltd. is 
completely rebuilding their downtown store, and Simp- 
sons is adding 36,000 square feet of retailing space. 
Many store fronts have been renovated, new signs 
hung, and one store has made a major air-conditioning 
installation. In all, property has been upgraded. A good 
deal of this activity can probably be attributed to the 
advent of Wellington Square. 
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Real Estate sources indicate however, that there is 
little demand for new store sites in the downtown area. 
In addition, they claim that rents have not increased 
since Wellington Square. 


The Effect on Trading Area Shoppers. 

This section will be divided into a presentation of 
findings on (a) the geographical origin of shoppers 
and (b) the shopping habits of the shoppers in down- 
town London. In many places it will be a description 
of what is occurring now, rather than the changes that 
have occurred, because suitable measures prior to the 
advent of the Square are lacking. 


i) Geographical Origin of Shoppers. Research find- 
ings essentially substantiate the boundaries of the 
trading area as predicted on Exhibit 1. Some penetra- 
tion outside those boundaries has also been exper- 
ienced with significant sales to customers from 
Sarnia, Kitchener, Windsor, and even Hamilton. 


Unfortunately, there is little numerical evidence 
as yet available regarding the percent penetration of 
the various zones in the trading area or the change in 
penetration that could be attributed to Wellington 
Square. The predominant opinion of most Down- 
town and Wellington. Square merchants is that out- 
of-town business has significantly increased. 


ii) Shopping Habits. Results from the shopper survey 
indicate that there was no significant change in the 
frequency of visits to the Central Business District. 


About 95% of the shoppers interviewed estim- 
ated that they were spending about the same amount 
per week in the Central Business District as before 
the opening of the Square. Most of the remainder 
indicated they were spending less. 


There was strong evidence that the majority of 
shoppers visit both the Wellington Square stores and 
the Downtown merchants’ stores on any particular 
shopping trip. Some 69% indicated they visited both 
areas, 13% indicated they visited the Square only, 
and 18% indicated they visited the downtown area 
only. 


About 65% of the shoppers indicated that they 
walked between Simpsons and Wellington Square 
(and vice-versa) via Dundas and Clarence Streets 
with most of the remainder following the Richmond 
and King Street route. A few followed the Dundas 
and Wellington route. Traffic counts indicated a 
large increase in both vehicular and pedestrian traffic 
in the vicinity of the Square. Technically, the ‘centre 
of gravity’ of the downtown area seems to have shifted 
from the Dundas-Richmond intersection to some- 
where between there and Wellington Square. These 
traffic patterns have sharp implications for merchants 
on the western fringe of the shopping area and also 
those on Dundas between Clarence and Wellington. 


THE OUTLOOK FOR THE FUTURE 


Almost as one, the Central Business District 
merchants we interviewed expressed the conviction 
that “all will be well in the future.” Is this just 
wishful thinking? Will the overcapacity problem be 
solved with time? If so, how much time? Or will the 
situation deteriorate as new suburban and trading 
area shopping centres are erected? Certainly this 
assumption merits investigation. 


In what follows, there will be no attempt to 
come up with precise predictions of future condi- 
tions; such a task would require a major research 
job. Rather, some general considerations of the major 
factors influencing the future of the central business 
district will be presented, with the hope that they will 
not only clarify the dangers involved in the previous 
assumption, but also provide the basis for some 
tentative conclusions. 


The future sales of the central business district 
will be a function of: (1) the total retail potential 
(or sales) in the trading area and (2) the share of 
that potential which the Central Business District 
merchants can obtain in competition with other 
retailing areas. 


Total Potential. The total potential for the London 
trading area at present was outlined previously. In the 
long run, growth of this total potential will ease the 
problem of overcapacity in the central business district, 
provided the share of that potential presently being 
obtained is maintained or increased. Such growth in 
potential, however, depends primarily on population 
growth, and in this sense the build-up in business will 
be painfully slow for most merchants—perhaps only 
solving the overcapacity problem in 10 years. And 
again, any improvement is contingent on the ability 
of the Central Business District merchants to maintain 
or increase their share of the trading area business. 

Share of Potential. What is perhaps the most crucial 
problem revolves around what share of potential will 
be realized by the central business district in the 
future. Will this share increase? Will it be stabilized 
by the siphoning off of sales to new shopping de- 
velopments? Worse still, will the new shopping 
developments cut into the share of potential present- 
ly enjoyed by Central Business District merchants ? 


The issue seems to centre on the competitive ability 
of the whole central business district in relation to 
other shopping developments in the trading area. 
And the situation is made particularly urgent by the 
present retailing overcapacity in downtown London. 
Any loss in sales volume would be critical. 


In a book entitled The Shopping Centre versus 
Downtown, C. T. Jonassen makes some comments and 
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gives some research findings which will perhaps 
guide our consideration:‘ 

“The consumer himself is the final arbiter of 
the fortunes of the central business district and 
the suburban shopping centers, and he therefore 
holds the secret of their fate. It is the customer 
who weighs the advantages and disadvantages 
of shopping areas in terms of what he can get 
for what he has to pay in cost, time, and energy, 
and it is only through his eyes that such physical 
conditions as parking, traffic, and crowding be- 
come meaningful motivational factors. Thus the 
consumer's market behavior is essentially a com- 
promise adaption to attracting and repelling 
forces evaluated within the framework of his 
attitudes and values. 

... The study next investigated the weight of 
various factors and found in all three cities* that 
the most important disadvantage of the central 
business district was difficult parking; next in 
importance for all cities was “too crowded”; 
and third, traffic congestion. Respondents from 
all three cities agreed that the advantages of 
downtown shopping were, in order of their im- 
portance: first, “large selection of goods’; second. 
“can do several errands at one time’; and third, 
“cheaper prices.” Opinions concerning suburban 
shopping centers were less uniform in second and 
third choices, but respondents in the three cities 
agreed that closeness to home was the chief at- 
raction. Similarly, the three cities named the same 
disadvantages of the suburban shopping centers in 
the same order, with “lack of selection’ first, 
“not all kinds of business represented” in second 
place, and “prices too high” in third position, 
demonstrating a remarkably consistent pattern.” 

Let us consider these various factors that are influen- 
tial in London in the consumer's decision regarding 
where to shop. 

i) Selection of Goods. Without question the down- 
town London area offers the most complete selection 
and assortment of goods and services for a radius of 
100 miles. However, significant competition will be 
met soon from the Kitchener-Waterloo area, whose 
trading area overlaps the eastern section of London's 
trading area and where a new $5.5 million shopping 
centre is soon to open. In addition, the proposed 
new regional center outside London and the pro- 
posed promotional department stores will pose new 
competition in this respect. One might also expect 
that many of the retailers in the small cities like 
St. Thomas will sharpen their merchandising if they 
start to suffer significant losses. Nevertheless, the 


‘The Shopping Center versus Downtown by C. T. Jonassen, Ohio 

State University, Columbus, Ohio, 1955. 

yo cities were Columbus, Ohio; Seattle, Washington; and Houston, 
exas. 
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advantage in this respect seems to lie with downtown 
London. - 

ii) Prices. Although they may fight hard with promo- 
tional specials and deals, the days of the downtown 
London merchants as price leaders are probably num- 
bered. Into the gap will step the two promotional 
departmental stores that are now considering sub- 
urban locations in London. 

A particular threat that the promotional depart- 
ment stores may hold for the Central Business Dis- 
trict merchants lies in their tendency to select 
the fastest turning merchandise and price it very low. 
Thus, if the Central Business District merchant 
meets the promotional department store prices, he 
may not get the margin he needs on these fast turn- 
ing goods to support the broad selection of goods, 
which represents his real strength. On the other 
hand, if he does not meet the prices, his sales volume 
may suffer such that his net result is the same. This 
problem has occurred and has been handled before 
in many cities, of course, but perhaps none with 
the unique situation of overcapacity that character- 
izes London. 

iiil Parking. The parking problem in downtown Lon- 
don is not now acute, with ample off-street parking 
available at reasonable prices. 

iv) Crowding and Traffic Congestion. Crowding does 
not seem to be a difficult problem in downtown 
London; traffic congestion is quite bad during the 
rush hours, but steps in traffic regulation are being 
taken to alleviate this situation. 

v) Closeness to Homme. With a rather widespread 
trading area the Central Business District merchants 
are at a distinct disadvantage in this respect. 

These then are the factors that must be weigh- 
ed in forecasting the future. share of potential for 
downtown London: new suburban and trading area 
shopping developments, an advantage in selection, 
a probable balance or disadvantage with competitive 
areas in respect to prices, parking, traffic conges- 
tion, and a disadvantage in terms of distance from 
home. 

CONCLUSION 

This. paper has presented an account of the 
significant events preceding and following the 
opening of Wellington Square. The reader can draw 
his own conclusions from this evidence. 

Personally, I think that in retrospect one might 
ask some pointed questions about the wisdom of 
adding so much high-cost retailing capacity to a 
downtown area at this time of predominant trends in 
retailing to suburban shopping and discount mer- 
chandising. As for the future, it looks as if most 
Central Business District merchants are in for some 
lean years, particularly if the proposed suburban 
developments go ahead as scheduled. 
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Energy Concepts and Management Theory 


What are the various kinds of energies in business activities? The 
author suggests that clearer understanding of energy concepts 
may help advance the development of theory in the analysis of 
certain broad management problems. 


During the meeting of November 12, 1960, at 
Spot-On-Seven, Georgetown, Ontario, to discuss Clare 
Fraser's picture language system, the question arose 
of what we meant by evergy in relation to the managing 
process and business operations.’ 


If we trace the steps for implementation of a 
typical objective such as the design, manufacture, and 
marketing of a new product, with the aid of Clare 
Fraser's Hub Chart: from mobilization of existing 
sciences and arts, to organization of people and things 
and their co-ordination within our company, to the 
resulting decisions affecting external publics who 
participate in achieving our purpose, we observe 
vatying degrees and types of energy released at 
definite stages in this chain of events. 


Our purpose in this article is to point out the 
multiplicity of energies involved in business activities; 
to note some of their relationships and similarities, 
while stressing their qualitative distinctions at each 
level of physical, chemical, biological, and human 
social organization; to illustrate more complex energy 
manifestations by analogies with simpler forms of 
energy, while indicating the limitations of such paral- 
lels; and to demonstrate the importance of recogniz- 
ing the principal energy types in order‘to avoid 
fallacious thinking in the analysis of certain broad 
management problems. 


ENERGY IN BUSINESS—-AN ANALOGY 


Business executives with scientific training are 
apt to draw parallels from their earlier fields of 
specialization in solving management problems. At 
one time or another perhaps most of us attempt to 
describe complex. phenomena in terms of simple 
mechanical analogies. But such _ illustrations, 
derived from the exact sciences, are valuable only 
insofar as we recognize their limitations. 


1See “A Map-Language for Managing’ by Clare Fraser, The Business 
Quarterly, Vol. XXV (Winter, 1960), pp. 211-215. 


H. J. BARRINGTON NEVITT 


The idea of energy as applied in the Hub Chart 
is typical. Here we may think of the sciences and arts 
as historical accumulations of potential energy that 
can be transformed into netic energy through organ- 
ized work. The leader who initiates the co-operative 
action necessary to attain our goal first applies his 
own triggering energy, by effective communications, 
in the manner and of the amount needed to break 
down the threshold of inertia he encounters, and he 
thereby liberates the energies of those who join their 
efforts with his. 


Repetition of this process engenders a chain 
reaction of energy releases, with occasional energy 
feedback to readjust their flow, corresponding to 
changes in tactics, policies, or methods resulting from 
upward communications, at the divisional, depart- 
mental, and lower echelons. Nevertheless, at each stage 
the individual and co-operative energy contributions 
of manager and managed, staff and line, group and 
sub-group, are qualitatively and quantitively different 
from the purely mechanical or physical energy implied 
by our analogy, which fails to reflect these subtleties. 


ENERGY TRANSFORMATIONS IN MANAGEMENT 


A higher degree of organizational complexity 
may be compared to chemically interacting fluids 
that combine to form a desired compound, as 
suggested by Figure 1. Here gravitational and chem- 
ical energies represent counterparts in the managing 
process. 


Let us suppose the liquid, embodying chemical 
energy E-1 and flowing downward from a higher 
reservoir represents, for example, the energy of our 
industrial product designer. If we further assume 
that a certain weight of liquid must accumulate in 
order to open valve V-2, this weight, or gravitational 
energy, roughly corresponds to the amount of com- 
munication energy required for the designer to gain 
higher management support and thereby trigger release 
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FIGURE J 


Chemically interacting Fluids Analogy of Managing Process 
E-1 


Total E =(Sum of E-] to E-6) + (Emergents from Interactions) 


of additional, and qualitatively different, chemical 
energy E-2. 

Now, if these dissimilar fluids containing E-1 and 
E-2 unite to create a new liquid, their interaction energy 
represents the team energy, over and above the individ- 
ual energies of designer and higher management that 
are generated when their efforts are organized and 
directed toward a common aim. If the downward 
stream now swells until its weight causes valves V-3, 
V-4, V-5, and V-6 to open, we may again draw a 
parallel to this in the managing process. Effective 
communitations set free the characteristic energies 
of draughtsmen, engineers, accounting and sales 
personnel, which are analagous to the pent-up chem- 
ical energies, E-3 through E-6, plus the new energy 
resulting from their combination and organization. 


In the preceding analogy of step-by-step energy 
releases and conversions, we observe not only the 
rapid expansion in total volume of energy, the emer- 
gence of qualitatively different energies. In a restrict- 
ed sense, to be explained later, we may even refer to 
a sum total of these energies. Such correspond to 
energies of divisions, departments, and other company 
organizational groupings, as well as _ separate 
individuals, when engaged in co-operative endeavour. 
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Although this representation suffers from the de- 
fects common to all analogies, it may, nevertheless, 
help us to visualize more adequately than our pre- 
vious mechanical model the flow and the energy 
transformations that occur in the managing process, 
elucidated by Clare Fraser's Hub Chart. However, it 
adds little to our knowledge of the various energies 
involved. How then may we describe and measure the 
differing and more complex energies? How are they 
related to each other? How do they interact? What 
do they have in common? 


WHAT ARE THESE ENERGIES? 


In attempting to be more specific, let us consider 
a few of the simpler forms of energy listed on Table 
1, whence the more complex are derived, and indicate 
their hierarchial relationships. The chief types met in 
business are the physical (including mechanical, 
thermal, electrical, nuclear, etc.) chemical, vital psy- 
chological, and social. This rough classification will 
suffice to demonstrate the underlying principles of 
energy analysis as applied to management. Further 
study of cited references will soon disclose, however, 
that here we are exploring the borderlines of know- 
ledge, where the searcher will probably find more 
questions than answers. 


MECHANICAL, CHEMICAL AND NUCLEAR ENERGIES 


Most familiar and thoroughly understood is the 
mechanical energy of terrestrial and celestial bodies, of 
billiard balls and stars, treated by classical Newtonian 
mechanics. Some investigators have gone so far, indeed, 
as to reduce all forms of energy to this mechanical 
type! Such mechanical energy or work (E), which may 
be partly available as kinetic or stored as potential 
energy, is perhaps most aptly demonstrated by the 
pendulum. At the limit of the pendulum’s oscillation, 
when instantaneously at rest, its total energy is 
potential. When passing through the point of equil- 
ibrium at the bottom of its swing, the total energy 
becomes kinetic, since gravity acts immediately there- 
after to diminish its upward motion. At intermediate 
positions therefore: The total energy equals the 
kinetic energy plus the potential energy. Appendix 1 
indicates how the mechanical energy concept is deriv- 
ed from basic physical ideas of mass, distance, and 
time. 


How far does the mechanical energy concept 
remain valid as we penetrate more deeply into the 
structure of matter, where tangible or visible objects 
become assemblages of intangible or invisible mole- 
cules and atoms, or a growing array of elementary 
particles? Here we encounter more subtle energy 
forms that may no longer be directly available for 
work. However, their common basis and the ultimate 
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TABLE ONE* 





Natural Phenomena 


Associated Energies 


Derived Sciences 





Human-beings-in action 
Conscious living organisms 
Animals and plants 

Terrestrial and celestial objects 


Molecules, atoms and “fundamental particles” 


Radiation and “ether” 


Social Social sciences and arts 
Mental Psychology 

Vital Biology 

Chemical Chemistry 

Mechanical Classical mechanics 
Nuclear Nuclear physics 
Quantum Quantum mechanics 





possibility of their conversion into one another is 
implied in the universal Principle of Energy 
Conservation. 


Historically J. P. Joule was the first to establish 
this principle by demonstrating the Mechanical 
Equivalent of Heat: that quantity of mechanical 
energy which, if entirely converted into heat, is 
capable of raising the temperature of unit mass by 
unit degree. It was Lord Kelvin who introduced the 
Absolute Scale to measure this quantatively different 
form and J. C. Maxwell who demonstrated the 
statistical nature of molecular motion for which 
temperature was the directly observed manifestation. 


Is was also Maxwell who developed the concepts 
of electro-magnetic energy discovered by Faraday and 
Max Planck who explained their peculiar distribution 
in black-body radiation by postulating emission in 
packages or quanta, as individual photons. Appendix 


* NOTES 


1. Natural phenomena interact, overlap, and contin- 
ually develop to produce new manifestations and 
possibilities of further evolution with more complex 
syntheses, at definite, organizational stages. 


2. Energies of various kinds are revealed in the es- 
sentially active and dynamic aspects of evolving 
processes but they may also exist in potential or 
relatively static forms. 


3. Sciences are abstract generalizations, reflecting be- 
haviour of observed phenomena, continually revised 
to incorporate new experience. 


4. In growth, as opposed to decay, more complex phen- 
omena and their derived concepts subsume or 
contain, and do not entirely replace or nulify, the 
less complex. 


5. Italics are used throughout this paper to denote 
relatively indefinite or undefined abstractions. 


2 touches upon the nature of radiant energies and 
ether-space. 


Above we have mentioned some of the more 
common transformations of energy in the realm of 
physics and their qualitatively distinctive manifesta- 
tions. Everywhere energy is thus revealed as the 
movement or activity of something that changes 
in appearance and behaviour, gradually or rapidly, 
through endless evolution. But physical ideas alone 
are quite inadequate to describe the inexhaustible 
diversity of natural phenomena. 


VITAL, MENTAL, AND SOCIAL ENERGIES 


As we ascend the scale of organizational complex- 
ity, where our knowledge soon becomes less exact, we 
initially encounter the chemical energies of explosion 
or slower combustion, due to the rearrangement of 
molecules and atoms. Next we find animate emerging 
from inanimate bodies with characteristic vital ener- 
gies; then consciousness arising, as central nervous 
systems develop, with associated mental energies. 
These complex processes are by no means com- 
pletely understood. Finally, we reach the immense 
variety of social energies observable in organized 
human activites. 


LIMITS OF ENERGY DEFINITION AND MEASUREMENT 


Moreover, each energy concept may be further 
subdivided into minor categories and defined more 
explicitly so as to reflect subtleties of the observed 
phenomena, while every successive energy level in this 
hierarchy includes those preceding it. Such a classifi- 
cation, shown in Table 1, though roughly outlining 
the relationship of the principal energies encountered 
in business operations, barely suggests the illimitable 
wealth of forms revealed by nature. 


As complexity of organization increases, the ex- 
actitude of energy measurement diminishes. We must 
then rely more heavily upon judgment and experience, 
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or estimates of limited scope, than upon universally 
accepted standards: more upon arts than sciences. 
Once again we approach the frontiers of existing 
knowledge. 


If we accept the above point of view, we must 
never expect to reach final and complete definition 
of any particular energy, nor to describe it exhaust- 
ively in terms of simpler constituents. Still less may 
we admit reduction of higher forms to bare mechan- 
ical energy. While avoiding these fallacies neither 
may we elevate energies to absolutes, nor to empty 
abstractions, nor to rigid formulas into which all 
data must neatly fit. But how fruitful are such 
complex and illusive ideas for practical management? 


USE OF ENERGY CONCEPTS IN BUSINESS 


In this article we are not concerned with exact 
measurement or calculation of mechanical, thermal, 
electrical, nuclear, and other types of energy, nor with 
their laws of transformation, which are adequately 
treated in current technical literature. Our interest 
centers rather upon the use and misuse of energy 
concepts, as they apply to the qualitative analysis of 
complex business situations where precise information 
is lacking. How far may we validly employ physical 
or chemical models and where must we exercise 
caution to avoid fallacious thinking? The following 
are typical examples: 


(1) Let us again consider the managing process in 
our hypothetical company with the aid of Clare 
Fraser’s Hub Chart. Here the total energy released 
in achieving our desired objective is a complex ag- 
gregate of social energies characterizing divisional, 
departmental, and individual activities, with their 
associated mental, vital, and other energy components, 
including the distinctive contributions emerging from 
their unity, operating on and interacting with the 
chemical, mechanical, and nuclear energies of raw 
materials and physical plant. Outside, we also have 
the energies of our various publics and cf the total 
political, economic, and historical environment at a 
given time and place. 


All these interconnected and evolving energies 
are embodied, in greater or less degree, in the ultimate 
product or attained objective. We are, therefore, no 
more justified in trying to express the total dynamic 
aspects of this complex process in terms of mere 
collection or arithmetic sum of mechanical energy 
equivalents than we would be to add the numbers 
of men and machines to the number of materials 
involved! Nevertheless, physical or chemical anal- 
ogies may simplify the analysis of certain stages of 
the process, if their limitations are fully appreciated. 
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(2) At any given level of organization, total energy 
of one specific kind may be represented as: 


p= Bn 
f 


E, = total energy of a definite type; 


E, = active, kinetic, dynamic energy of the same kind 
immediately available; 


E, = passive, static energy of that type potentially - 


available; 


energy wholly converted to or from this variety 
to or from other levels, gained or lost in process; 


E. 


E; = energy of interchange with other levels, in pro- 
cess, such as catalysis. 


Arrowheads indicate how these forms may contin- 
ually alternate from passive to active and lead to or 
borrow from other interconnected sources of different 
energies. 


(3) Formulation, development, and application of 
general principles, reflecting observations of energy 
behaviour at various organizational! levels, are func- 
tions of the sciences, as indicated in Table 1. Since 
the Principle of Energy Conservation, which is valid 
for every process as a whole, applies only to those 
mechanical aspects of energy ultimtely reducible to 
expressions of particle masses and velocities, it is in 
this narrowly restricted sense that our equation, 
shown in Figure 1, is true for chemically interacting 
fluids. However, no principle of conservation exists 
for energy qualities or forms and their manifestations 
that, on the contrary, are continually changing in 
amounts and transforming from one kind or level to 
another, while ceaselessly growing or decaying. Dis- 
covery of still more general patterns, common modes 
of behaviour and their underlying realities is the task 
of philosophy. 


(4) It is therefore, just as erroneous to compare the 
energies of machines and operators as to compare the 
energies of apples and elephants. But the energy of 
one machine-operator combination may readily be 
measured in terms of another, so far as their perform- 
ance in a specific industrial process is concerned. 


It is likewise improper to compare the energy 
of an executive at one level of organization with that 
of an executive at. another level, since each acts in 
qualitatively different ambients. Similarly deceptive 
are the common metaphors likening nations or corp- 
orations to individuals, the whole to its parts. Each 
has a different energy content, its own characteristic 
behaviour pattern, which ‘must be determined by 
careful analysis. Correct appreciation and recognition 
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of energy types will, therefore, help us to avoid pit- 
falls of over-simplification, ignoring essential dif- 
ferences, or attempting to measure unlike energies in 
terms of each other. 


(5) Abraham Maslow has already pointed out the 
prerequisites for maximum individual, social energy 
release, under varying degrees of satisfying basic 
personal needs, ranging from the physiological and 
safety, through those for social and self-esteem, to 
reputation and self-fulfillment. “A satisfied need is 
not a motivator of behaviour!’”* 


(6) We also have the entire spectrum of group 
social energy releases, from the complete disharmony 
of conflict or warfare, through intermediate stages 
of mutual restraint or containment, to compromise 
based on greater or less balance of power, to collab- 
oration, and finally to the harmony of mutual affec- 
tion or the ultimate of love, with their distortions and 
variations depending upon the numbers and kinds of 
people involved. 


(7) In a manufacturing plant we convert purchased 
kinetic and potential energies embodied in materials, 
services, and abilities of various kinds, into saleable 
products containing their combinations, transforma- 
tions, and emergents. The effectiveness of our busi- 
ness operation may be judged, at convenient stages, 
by estimating what portion of each energy type 
available at that stage, whether kinetic or potential, 
is actually utilized. 


While engineering estimates may be relatively 
easy for energies up to the chemical level, shown on 
Table I, such is no longer true for those beyond. To 
the extent that we are unable to measure the vital, 
mental, and social energies, we are also clearly unable 
to determine how far their potentialities are used in a 


_ manufacturing process. Moreover, the characteristic 


energies of separte stages cannot be summed to yield 
a meaningful grand total, except in the broadest terms 
of some common denominator abstracted from the 
entire process. 


t is with these essentially different energies, 
above the chemical, that we are chiefly concerned in 
determining the specific role and techniques of man- 
agement, suitable for each organization level and 
kind of energy. Here art and judgment, rather than 
science and measurement, are paramount. Neverthe- 
less, the final arbiter of total management perform- 
ance is still the market. For by statistically comparing 
the products, or energy-embodiments, of one manu- 
facturing process with another, in terms of its own 
constantly evolving, abstract, common denominator of 


2“The Human Side of Enterprise” by Douglas M. McGregor from 
the Proceedings of the Fifth Anniversary Convocation of the School 
of Industrial Mangement, M.1.T.,Cambridge, 1957. 


energies, the market ultimately determines which 
producers have embodied the total available energies 
most effectively in their own business operations. 


CONCLUSIONS 


The foregoing proposes a novel role for energy 
concepts in the analysis of business operations; stres- 
ses the qualitative distinctions and diversity of energy 
forms, while indicating their essential unity and 
hierarchial relationship; points out the uses and limit- 
ations of simpler physical and chemical models for 
representing more complex vital, mental, and social 
energy manifestations; touches upon the significance 
and possibilities of measuring and comparing various 
energy types; and indicates the boundaries of present 
knowledge regarding energy transformations and 
evolution. 


When organizing material and human resources 
to achieve a given objective, with the least expend- 
iture of money, time, and effort, management depend 
chiefly upon technical specialists for most economical 
use of the energies dealt with by physics, chemistry, 
and biology. But, where sciences are embryonic or as 
yet unborn, management turn to the arts of their 
profession, to qualitative analysis and to rough estim- 
ates and analogies. It is here, and in fresh situations, 
where past experience may no longer prove valid, 
that correct understanding of the energies involved 
will ultimately permit maximum realization of their 
potential contributions. 


APPENDIX I 


To gain a clearer insight we may obtain a general 
expression for mechanical energy in terms of the 
fundamental concepts: Mass (M) or quantity of 
ordinary matter; length (L) or distance referred to a 
convenient standard; and time (T) measured by some 
agreed upon, naturally occurring, regular, periodic 
motion. We may then express velocity (V) as distance 
travelled in a given time: V=L/T and acceleration 
(A) as change in velocity during a certain period: 
A=V/T=L/T? leading to the Newtonian definition 
of force (F) equivalent to accelerated mass: F>-MA 
=ML/T? whence, finally, the notion of mechanical 
work or energy (E) as the exertion of force over 
a distance: E=FL=ML*/T?=MV?’ and, to complete 
the picture, we have power (P) as the rate of work 
or energy expenditure: P=-E/T=ML’/T®. 


Furthermore, since velocity is essentially relative 
to some frame of reference, consisting of definite 
physical bodies, mechanical energy is likewise relative 
only to those same bodies and has no separate, 
absolute existence. 
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APPENDIX II 


For monochromatic light of vibration frequency 
(F), energy is radiate at the velocity of light in 
multiples of its smallest observable unit, the quantum: 
E=hF, where Planck's constant (h) governs the quant- 
itative relationship of this qualitatively distinctive 
electro-magnetic or radiant energy at the elementary 
particle level of physical organization. 


Penetrating still deeper we encounter the not-so- 
empty vacuum of ether-space, which sustains prop- 
agation of complex and interfering electro-magnetic 


SPOTLIGHT ON CANADA 


waves at the constant speed of light (C), postulated 
as the maximum velocity of signal transmission attain- 
able throughout the Universe by Einstein’s Special 
Theory of Relativity. Einstein has also demonstrated 
the possibility of transforming radiant energy into 
mass and vice versa, in his now famous expression: 
E=MC’. But most physicists would probably deny any 
reality to an underlying, dynamic, sub-atomic, wave- 
propagating ether-space pervading this vacuum, 
whence all other forms of energy might conceivably 
originate through transformations and continually 
evolving syntheses. Here we are speculating beyond 
the limits of present knowledge. 





STOCK-TAKING has become the chief pre- 
occupation of Canadians in 1960. It is becoming in- 
creasingly evident to thoughtful observers that some 
adjustments are going to have to be made in the 
post-war estimation of Canada’s position in the 
economic and trade world. 


One instance of this is that the pointing of the 
richly coloured picture of Canada as a booming 
country of unlimited bay and rapid expansion, 
which, since the war, has been allowed to be encour- 
aged, will have to be toned down to agree with 
reality. 


Since 1950, in most respects Canada has not grown 
as rapidly as several other countries. Its population, 
indeed, increased by 27% as compared to the United 
States 17%, the Netherlands 12%, Japan 12%, and 
West Germany 11%. But this exceptionally high 
growth, due partly to a strong flow of immigration, 
has not been matched by a similarly high rate of 
economic growth, as the following table, published 
in the annual report of the Bank for International 
Settlements, indicates. 

Gross National Gross Domestic 
Product Investment 
Percentage rate Investment as per- 


of annaul increase Gross 
- in real terms. F Product 
1951-8 1939 1980-8 1959 
% % % % 
CANADA 4.6 3.5 19.2 18.5 
FRANCE 44 2.1 18.3 18.6 
WEST GERMANY 7.5 5.7 23.2 24.0 
ITALY 5.6 6.6 20.6 21.3 
JAPAN 76 130 278 30.0 
NETHERLANDS 4.6 $2 23.9 24.5 


UNITED KINGDOM 2.1 3.2 15.2 16.7 
UNITED STATES 2.9 6.8 17.5 17.9 





While allowance must be made for the fact that 
the European countries and Japan had to start from 
a state of war devastation and dislocation, much 
ground in this respect had been regained by 1950-51. 


According to the report, the high rate of econ- 
omic expansion in recent years, in Germany and in 
Japan in particular, has been achieved mainly because 
there have been massive transfers of manpower to 
the manufacturing sector. Employment in this sector 
increased by about 50% between 1950 and 1959 in 
both Germany, Japan, and by 20% in Italy. The com- 
parable figure for Canada is 10%, over a period 
during which the total Canadian labour force in- 
creased by 20%. The truth is that although Canada 
since the war has developed its economy steadily with 
the main emphasis on production of raw materials and 
semi-processed goods, no spectacular expansion has 
actually occurred. Since the 1958 recession, plant 
efficiency has been improved and many companies 
have worked themselves into stronger financial posi- 
tions. The long range prospect’ points therefore to a 
continued normal healthy expansion ahead, but this 
does not justify the type of glowing report that has 


been all too prevalent. 


—The Merchantile Bank of Canada 
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The Process of Hiring 


The employee's attitude towards his work begins to develop at 
the time of hiring. Mr. Mikalachki considers that more attention 


should be paid to the hiring process itself. 


The turnover and unrest of personnel in many 
organizations has been attributed to a number of 
variables including pay, working conditions, personal 
relationships with the boss and fellow workers, home 
problems, and the like. One important variable that 
is omitted in this list and that is not extensively 
referred to as a cause of turnover and unrest is the 
hiring process. The effectiveness of this process has 
been accepted without serious question by the ad- 
ministrator. Since the hiring process is a critical one 
in determining the relationship an employee has with 
his work, it would not appear advisable to accept the 
efficacy of this process unquestioningly. 


At the time of being hired and placed on the 
job, the employee's attitude towards his work begins 
to develop. His initial attitude will have an effect 
on how the employee continues to perceive the organ- 
ization. Support of this statement can be found in the 
voluminous literature on resistance to change. To 
state it succinctly, once an attitude is formed, the 
employee will tend to see only the phenomena sup- 
porting that attitude. It is the purpose of this article 


to investigate some prevalent ideas concerning hiring 


and to delineate a more effective scheme for obtain- 
ing personnel. More effective, in this case, would 
mean less turnover and unrest and greater- compat- 
ibility between the man and his job. 


What prevalent ideas v7s-d-vis hiring contribute 
to ineffective administration of personnel? One an- 
swer to this question lies in the compartmentalized 
manner in which various concepts such as training, 
selection, and job specification are handled in the 
process of obtaining personnel. Both literature and 
practice are consistent in ignoring the interdepend- 
ence of these concepts. The literature has a tendency 
to deal with these concepts independently. This also 
occurs in practice. The individual performing the 
selection may over-emphasize the selection concept 
by maintaining the same image of a desirable em- 
ployee for every job. The floorsweeper, foreman, 


ALEXANDER MIKALACHKI 


clerk, manager, are all selected on the basis of this 
stereotype image of the right kind of man for this 
organization. This image is tempered by education 
and skill requirements, but other than that the indi- 
vidual sought should be well-groomed, honest, well- 
dressed, polite, anxious to get ahead, not interested 
in immediate salary, et cetera. A good case can be 
made to show that these desired attributes are deter- 
mined by the selector’s set of values. In doing so the 
selector disregards the individual’s (recruits) differ- 
ences as well as the unique needs of various jobs. 


Another example of the myopic, overemphasis 
of one concept would be any rigid, predetermined 
program that disregards the individual's needs. The 
high turnover of graduates whose first few months 
are spent in a training program could be attributed 
to the fact that most programs offered them do not 
take into account their previous training and unique 
needs. Rather than devise a program in collaboration 
with participant recruits, program directors make the 
assumption that they know what is best for the 
recruit. Therefore, if introductory training is imple- 
mented, then some concern must be shown as to 
where it fits into the living process and to whose 
needs it is directed. 


The above examples are illustrative of a hiring 
scheme that deals with its component concepts in a 
separate, independent manner. This scheme contri- 
butes to turnover and unrest of personnel because 
the utilization of any concept in a discrete manner 
is inconsistent with the goal of obtaining the optimum 
compatibility between the man and his job. That is 
to say, the understanding of any or all the concepts 
pertaining to the employing of individuals is in itself 
not sufficient for effective administration. It is the 
awareness of the critical relationship of these concepts 
to each other than makes for effectivness. Conse- 
quently, the remainder of this article will be devoted 
to the illustration and elaboration of the place of 
each of the hiring concepts in relation to the total 
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FIGURE I. 
A CONCEPTUAL SCHEME FOR EXPLAINING THE PROCESS OF HIRING 
J Tt 4 
Tor °*x” | “ o8B | = RecautTing ano 
DEScaiPrION | “| Speesricarion Seurecé or 
4 al 
ip : ¢ 
Man on SELECTION 35 
. C4 
Joop x Process 
1] TRAINING a - Tnpuction 
| Process Zee L__ Paoeess 














process. The intention here will be to illustrate, 
verbally and diagrammatically, a conceptual scheme 
of the critical interdependence of these well-known 
concepts, rather than to introduce some new concepts. 


A CONCEPTUAL SCHEME FOR HIRING 


A scheme that is addressed to the dynamic nature 
obtaining personnel is shown in figure 1. First, a 
clarification of these concepts and some discussion 
of their general relationship to each other is to be 
undertaken. Second, the consideration of the crucial 
interdependence of three concepts is to be elaborated 
on in greater detail. 


The conceptual scheme in question has certain 
characteristics which deserve attention. The concepts 
are related in a form that has no beginning or ending 
but is circular. Unbalanced attention to any one con- 
cept will affect the others; thus, the previous quarrel 
with the administrators who focus on a single, discrete 
concept for purposes of hiring. The consequence of 
disregarding the dynamics of hiring would be disparity 
between the man and his job. 


To elaborate upon this scheme an arbitrary 
starting point is necessary. Let us start at a description 
of job X and then move clockwise around to “man 
on job X.” The job X description, as the name im- 
plies, describes the job, particularly the nature of the 
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job, and the employee attribute that would best suit 
the job. The information included in this description 
is job title, duties, skill, education, training, and work- 
ing conditions. This information is primarily the 
source of data pertinent to job evaluation, hiring (job 
specification), and personnel rating. The need to 
describe carefully the job for which an individual is 
being sought cannot be overemphasized. To hire an 
employee without knowing the desired attributes of 
the job he will perform is pure folly. 


A consequence of relating job requirements to 
personal attributes is the job specification. It is 
derived from the job description and is essentially 
a summary of the personal attributes required to per- 
form a job satisfactorily. Generally it includes a job 
summary, education, experience, skill, physical, and 
personal (sex, age, marital status, character) require- 
ments. 


The relationship of job specification and source 
of manpower is specified by the recruiter and is 
tempered by company policy. The recruiter is the 
person who decides where and how to look for 
prospective candidates. An effective decision depends 
on the recruiter's understanding of the requirements 
of the job (job specification), together with his 
knowledge of where the individual possessing these 
attributes might be located. This is an important 
relationship, since if the right people are not contacted 
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and channeled towards the organization, then ipso facto 
a selection process of superior quality is rendered 
futile. One cannot obtain orange juice by squeezing 
apples, no matter how well one squeezes. Thus it can 
be seen that it is by virtue of recruiting that prospec- 
tive employees are channeled into the selection funnel. 


Selection becomes the moment of truth for the 
recruit and the company. The salient question at this 
stage is: “Which recruit is best suited for the job X”’? 
In general the tools used to acquire data pertinent 
to this question include application forms, interviews, 
tests, and physical examinations. The selection process 
should facilitate a bilateral exchange of information 
between the applicant and the organization’s 
representative. 


Induction acts as the pivot between selection and 
membership and includes any activity which fosters 
the integration of the employee in the organization. 
The function of this concept is to bridge the gap 
between selection and placement of the employee. 
The importance of this concept was touched on 
earlier during the consideration of how the employee's 
attitude toward the organization is affected by his 
initial impressions. Often induction and training, both 
of which introduce the new employee to his fellow 
workers and job, are not observably separable and 
are carried out simultaneously. 


The training discussed here is designed for a 
specific job, as contrasted to management develop- 
ment, which is concerned with the enchancement of 
the employee's potential. From a territorial point of 
view, training can take place on the job, off the job, 
or a combination of both. There are situations where 
formal training, or for that matter an induction 
program, is not established. Under these circum- 
stances, it should not be assumed that there is no 
training or induction going on, but rather that it is 
not formally administered by management. 


Either following, or coincident with, the train- 
ing program the man is placed on job X. The circular 
process of hiring does not end here, since by defini- 
tion there is no end to this process. The man on job X 
with his own peculiar attributes, capacities, and 
behaviour will affect and change job X. These 
changes in time will accumulate to the point where 
a new description for job X is warranted.’ Thus the 
chain reaction through the entire process will take 
place until a state nearing equilibrium is reached. 


The essential function of the hiring process is to 
secure and maintain the optimum compatibility be- 
tween job X and the man on job X. With this goal 


1This point is specifically dealt with by J. A. Sarjeant, “The Dynamic 
Nature of Job Content,” The Business Quarterly, Vol XXV (Fall, 
1960), pp. 157-160. 


in mind it has been shown how the concepts of 
figure 1 relate to one another. It should be obvious, 
at this point, that neglect of any one of these 
concepts would lead to an inefficient administration 
of personnel. However, notwithstanding the import- 
ance of the relationships of all the concepts in the 
scheme, there are three concepts whose interdepend- 
endce become crucial to obtaining the desired 
compatibility of man to job. These three are job 
specification, selection, and training. 


THE CRUCIAL INTERDEPENDENCE 


The emphasis will now shift to the interdepend- 
ence of these three concepts. The focus is to be on 
process, in contrast to discrete concepts; that is to say, 
it is the interdependence of the concepts which gives 
them importance. For example, the ideal would be to 
select the individual possessing the required basic 
attributes for the job, subject him to the specified 
traning program and obtain a high compatibility 
between man and job. However, this is too idealistic 
for numerous reasons, one of which involves imper- 
fections in training and selection methods, It would 
be in order, at this point, to elaborate on this crucial 
interdependence which is described by the heavy, 
double-headed arrows in figure 1. 


JOB SPECIFICATION 


As stated earlier, the job specification defines 
what attributes are required of an individual in 
addition to the specified training program necessary 
for the job to be satisfactorily filled. Therefore, by 
definition and purpose, the job specification affects 
who shall be selected and what training he shall be 
given. On the other hand, the job specification is 
derived from the job description, which in turn is 
derived from the observations made of an individual 
performing the job. The basic personal attributes the 
individual possesses affects his being selected in the 
first place, and are enhanced through training (formal 
and/or informal). This analysis indicates that not only 
does job specification determine selection and training, 
but that it in turn is determined by selection and 
training. 


An example of this interdependence should 
prove illuminating. An organization plans to intro- 
duce a new product; this demands new promotion 
methods, new channels of distribution, some market 
(consumer) research, and policies of administration 
and requires a marketing manager. A cursory exam- 
ination of the job to be done will probably be the 
basis for the selection of a marketing manager. The 
alternative to this is a thorough examination by a 
special body (consultant or own group) to determine 
the personal attributes of a marketing manager re- 
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quired to do the job. Regardless of the rigor of the 
investigation, it will be the basis for the selection of 
the new manager. Since the job of marketing manager 
for this new product has never been performed before 
in this organization, the basic attributes of the man- 
ager plus the training he receives will significantly 
affect his performance. To continue with this exam- 
ple, after 10 years the initial manager retires. By now 
a thorough investigation of how the job of marketing 
manager was performed, resulting in a job description 
and job specification, should have been accomplished. 
Thus, the cycle takes another turn, with the job 
specification determining the selection and training 
which determine the individual’s performance which 
determines the job and consequently determines or 
changes the job specification. In this interdependence, 
the rigorous and explicit defining of the job specifi- 
cations cannot be overemphasized. A slipshod job 
specification in effect results in slipshod selection and 
training. 


A long-standing complaint of administrators is 
that the incumbent-determined nature of executive 
positions renders it impossible to record an accurate 
job specification. That it is more difficult than 
specifying factory jobs (e.g., a punch press operator) 
is conceded, but this does not mean the attempt 
should not be made, particularly in view of the critical 
importance of the job specification’s relationships in 
the hiring function. The more dynamic the nature of 
the job, that is, the greater the opportunity for the 
incumbent to influence it, the more necessary it be- 
comes for the job description and specification to be 
reviewed and revised frequently. This caution would 
certainly be applicable to the above-mentioned mar- 
keting manager. On the other hand, a punch press 
operator's job, due to the minimal opportunity for 
the operator to influence how the job will be done, 
requires comparatively infrequent revisions. The 
maintenance of accurate job specifications, i.e. those 
which are continually revised to correspond to the 
actions of the man presently doing the job, are of 
cardinal importance to the process of selection and 
training. 


SELECTION 


Referring to the above marketing manager ex- 
ample, it can be visualized how the qualities of the 
individual selected, especially his lack of required 
attributes, should determine the training that he will 
experience. This training, coupled with the basic 
attributes he had at the time of selection, will deter- 
mine the type of job he will do as marketing manager. 
Thus, it can be seen how selection determines train- 
ing and this training, which influences the perform- 
ance of the job, determines job specification. 
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On the other hand, who would be selected for 
the job of marketing manager? It is the function of 
selection to compare the individual’s attributes with 
the requirements of the job in an effort to obtain the 
best fit. The training program is addressed to making 
up the difference between the individual's attributes 
and the job requirements. Consequently, the manager 
hired will be determined by a combination of the 
training facilities available plus the requirements 
stated in the job specification. 


The consequences. of selecting over-qualified or 


under-qualified individuals for the marketing man- 
ager’s job can best exemplify the relation of selection 
to job specification and training. The qualifications 
of the individual will significantly determine the 
traning program he will be given. Obviously, the 
over-qualified individual will require a less extensive 
training program than the under-qualified one. It can 
also bé hypothesized that the over-qualified individual 
will tend to expand the job and possibly attempt to 
take on some of the duties of his superiors, thus re- 
quiring a redefinition of the job and job specification. 
Now, if this is not a desired consequence on the part 
of management then they must temper their selection 
and—to take the other extreme for illustrative pur- 
poses—hire the under-qualified individual. To do this, 
adequate facilities for training must be available, and 
possibly some of the duties ascribed to the marketing 
manager's position must be allocated to others. This 
also requires a redefinition of the job and the job 
specification. The availability of training facilities in 
addition to the feasibility of expanding or contracting 
the job will determine who will be selected. Essen- 
tially what is being said is that selection determines job 
specification and training as well as being determined 
by them. 


This interdependence makes it imperative that 
the selecting of an individual be a management re- 
sponsibility and that it not be relegated to an outside 
organization. In this day of psychological testing, 
depth interviewing, and intelligence testing, to name 
just a few methods of selection, a perfection has been 
ascribed to these selection methods which has been 
grossly exaggerated.* An article by B. Hoffman in 
Harper's states that “Busy executives—especially those 
who secretly lack confidence in their own judgement 
—are only too happy to hand over to professional 
testers the job of deciding who is worthy and who is 
not.” Since management has fifst-hand awareness of 
the job to be done and the training facilities available, 
it would seem elementary that they make the decision. 
The decision in question is not the one of whether 
the consultant’s or the fest’s recommendation will 
2This point is specifically dealt with by B. Hoffmann, “The Tyranny 


of Multiple-Choice Tests’ Harper's Magazine, Vol 222 (March 
1961), pp. 37-44. 
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be accepted; but rather one of “what information 
about the prospective employee is needed?” “How 
shall this information be obtained?” and finally, 
“How does the information pertinent to the individ- 
ual measure up against the organization’s facilities 
and needs?” This not only requires the administrator's 
understanding of the methods of selection but also 
the relationship of selection to training (organization 
facilities) and job specification (organization needs). 


TRAINING 


The focus in this section will be training’s inter- 
dependence with job specification and selection. The 
function of a training (introductory) program is to 
reduce the differences between the personal attributes 
the job demands and the attributes that the individual 
selected for the job possesses by enhancing the latter. 
The lack of formal training facilities in an organiza- 
tion would force a high emphasis on selecting individ- 
uals who, at the time of selection, possess the neces- 
sary attributes to do the job required. In this case 
should an under-qualified individual be selected, his 
ineffective job performance should be expected. How- 
ever, if sufficient training facilities are available, 
then the’ less qualified individual can be selected and 
trained to perform the job satisfactorily. The signi- 
ficant consequence of training is changed behaviour. 
The changed behaviour is the result of an experience 
that has made the trainee aware of some important 
variables which are pertinent to administrative 
decisions. And, in conclusion, it can be seen that this 
changed behaviour changes the job specification and 
affects selection. 


On the other hand, it can be seen how the job 
specification and selection affect training. This can 
be shown by taking the marketing manager as an 
example and hypothesizing that he had no field 
éxperience, which was a requisite of the job, relating 
to the new product to be introduced. A program 
including some field experience plus literature on 
other people’s field experience could be devised and 
instituted, thus compensating for one of the individ- 
ual’s shortcomings, yet benefiting through his assets. 
Once again, what is being said is that training deter- 
mines job specification and selection as well as being 
determined by them. 


This interdependence underlines the problem in- 
volved in rigid, pre-determined training . programs. 
As stated above the function of training is to alleviate 
the differences between the personal attributes the 
job requires and the attributes the individual selected 
possesses. It seems obvious that a rigid, pre-deter- 
mined training program does not take into account 
the attributes the individual possesses. It could not 
possibly take these attributes into account if it is 


determined before the individual is selected. Rather 
than focusing on establishing a program, management 
would be better advised to appraise their training 
facilities in terms of training personnel, materials 
available, outside resources, et cetera. If the 
facilities are found wanting in terms of the relation- 
ships of the organization’s needs (personnel) and the 
capacity of the individuals selected, then a program 
to improve training facilities is necessary. The keynote 
in this discussion is to keep the training facilities and 
programs flexible and in tune with both the organiz- 
ation’s and the individual’s needs. 


CONCLUSION AND LIMITATIONS 


The ultimate goal in hiring personnel is to 
obtain the optimum compatibility between the man 
and the job. The relationship of the concepts that 
describe this process has been depicted in figure 1. 
Highlighted for special consideration has been the 
critical interdependence of job specification, selection, 
and training. The point of this article is to encourage 
the administrator to be a more effective administrator 
(low turnover and low unrest) by being cognizant 
of the whole process of hiring and not only of the 
discrete concepts involved. The scheme (figure 1) 
designed to describe this process is necessarily a flex- 
ible one that can adapt to the dynamic nature of the 
hiring territory. If the person with exactly the re- 
quired personal attributes could be selected and 
subjected to the predetermined training program, 
resulting in his performing the job the way it was 
described, then there would be no need for an 
adaptive scheme. However, this is far too idealistic 
to contemplate seriously, even though it still would 
not negate the scheme, but rather make the relation- 
ships unrealistically pre-determined. The interrela- 
tionships of this scheme should provide the adminis- 
trator with a more realistic flexibility in the hiring 
process. 


What about the limitations of this scheme? If 
the scheme does not explain the process of hiring 
(a territory) then it should be discarded. It would 
be folly to attempt to adjust the territory to fit the 
scheme. Therefore, to evaluate the utility of the 
scheme, the administrator should vigorously appraise 
the process of hiring in his organization and its 
consequent effectiveness in relation to the process 
advocated here. In essence, the onus of establishing 
limitations is left with the administrator. 


The scheme presented is expected to satisfy both 
company and individual needs, thus resulting in 
more effective administration of personnel. Both the 
concepts involved and the discussion presented have 
the similarity of a logical, rational, and explicit 
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character. However, the territory of administration 
would be misrepresented if it were described as being 
only logical, rational, and explicit in nature. Thus, 
to envision these concepts and their interdependence 
as the panacea of the hiring process is as short-sighted 
as ignoring them. The non-logical behavioural aspects 


CHANGING TO DECIMALS 


of an organization's peculiar situation will undoubt- 
edly temper the scheme presented. However, not 
withstanding the effect of the non-logics, it is expect- 
ed that the scheme presented is adaptive to the 
dynamic territory of hiring and is a_ positive 
contribution to the reduction of turnover and unrest. 





Committees appointed two years ago by the 
British Association for the Advancement of British 
Chambers of Commerce to investigate the advisability 
of changing the decimal coinage and the metric sys- 
tem in the United Kingdom have now issued a joint 
report. They conclude in favour of a decimal coinage 
but are more reserved in their attitude to the metric 
system. Before reaching this result they consulted 
trade associations and chambers of commerce, individ- 
ual firms, government departments, local authorities, 
public utilities and nationalized industries, British 
trade commissioners overseas, learned and professional 
societies and educational authorities. Their report is 
based on very thorough research. 


They recommend the government to take an 
early decision on the question of principle involved 
in currency reform. There is no glossing over objec- 
tions or difficulties. The cost would be immense. 
Machine conversion alone, from cash registers to 
taximeters, would amount to £128 million. There 
would be many indirect expenses as a consequence of 
the alterations needed in business arrangements. But 
to estimate the financial gains is less easy. Some firms 
think they would be enough to justify the change. 
Generally speaking, industry and commerce are in 
favour. The reaction of schoolteachers, hoping to be 





relieved of the obligation of inculcating of £s.d., needs 
no expatiation. 


Whereas the coinage is officially established, the 
metric system is legal in Great Britain. Whether any- 
body adopts it is a matter of choice. There is no very 
strong feeling that British industry is suffering seriously 
because of its failure to do so. This does not, apparent- 
ly, militate against our foreign sales. But Sir Alex- 
ander Fleck, formerly chairman of Imperial Chemical 
Industries, Ltd., puts the argument in a nutshell 
when he remarks, in an introduction to the report, 
that gradualness is the keynote of the committees’ 
recommendation. Evolution and not revolution, he 
says, is the way to progress. According to the report, 
in some industries the changeover would take from 
ten to as long as twenty or thirty years, which ought 
to be gradual enough for the most conservative. As 
many as 84 per cent of the respondents to the 
questionnaires sent out were in favour of the change, 
but reservations were made regarding the willingness 
of America and the Commonwealth to co-operate. To 
meet the problem the committees recommend that 
there should be two-yearly review of the situation 
by the Board of Trade in conjunction with corres- 
ponding authorities in the Commonwealth and the 
United States. 

—The Manager 
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Canadian Economic Growth in the Early 1960's 


While consumption and government expenditures have provided 
a strong support for expansion, exports and investment reflect 
a weakening of growth forces, the authors note. In this article 
they consider the factors behind Canada’s slow start in the 1960's. 


RICHARD H. HOLTON AND Davin C. SMITH 


Between 1947 and 1959, the Canadian Gross 
National Product rose almost exactly half again as 
fast as did that of the United States. During this 
period, Americans became far more conscious of their 
glamorous neighbor to the north; they looked to her 
as an increasingly important source of raw materials, 
as a strategic defense partner, and as an exciting and 
remunerative place for direct investment. The Can- 
adians have not been altogether pleased with this 
new attention from the U.S. Though Canadian- 
American relations undoubtedly face some mildly 
uncomfortable times ahead, there is little doubt that 
the U.S. will continue its intense interest in the Can- 
adian economy and the Canadian people. 


The postwar boom in Canada, when viewed in 
historical perspective, shares many of the features 
that marked earlier periods of accelerated growth in 
Canada. The Canadian prosperity of recent years has 
had its foundation in a strong export market for 
certain basic Canadian commodities, primarily min- 
erals. Earlier years saw the wheat boom of 1900-13 
and then later, as the U.S. metropolitan newspapers 
grew while U.S. pulpwood supplies were dwindling, 
the rapid increase in the export of newsprint and 
wood pulp. Even in the eighteenth and nineteenth 
centuries, the surges in Canadian growth could be 
traced to the development and exploitation of some 
new export staple. 


It now appears that the external stimuli to the 
Canadian economy quite possibly may not be as 
strong through the early 1960's as has been the case 
in the years since World War II. What are the im- 
plications of this sluggishness in the export market? 


Reprinted by permission from the California Management Review, 
Summer, 1960. Copyright by the Regents of the University of 
California. 

1The problem of U.S.-Canadian economic relations is treated in 
Canada-United States Economic Relations by Irving Brecher and S. S. 
Reisman, Royal Commission on Canada’s Economic Prospects 
(Ottawa, 1957). 


Has the economic structure of the Canadian economy 
changed sufficiently to insulate it from the world 
market conditions? Or is it inevitable that Canada 
will face two or three years of relatively slow growth? 


THE PATTERN OF CANADIAN GROWTH? 


To answer these questions, it will be helpful to 
review the basic causes of Canadian growth in the 
past and to see how the demand for export staples 
has had its repercussions throughout the economy. 
The developments of the last few years will then be 
compared with the historical pattern as a prelude to 
assessing the outlook for the early 1960’s. Then some 
conclusions can be drawn as to how the interesting 
external financing mechanism that has operated in 
the past may operate over the next few years. 


The succession of export staples that have stimu- 
lated Canadian economic development over the past 
250 years is quite impressive. The Newfoundland 
fisheries provided the first cause for modest settle- 
ment. In the course of the search for new fishing 
grounds, the possibilities of the fur trade were first 
discovered. But the fur trade was antithetical to 
settlement for a number of reasons. The beaver’s 
distinct preference for dense woods rather than clear- 
ed land as. habitat understandably led the trading 
companies to the view that the fewer settlers the 
better. The Indians provided an ample labor supply 
for this work except for the indispensable courriers de 
bois, who served as the essential link with the Indians. 
Furthermore, because the trading goods from Europe 
were far bulkier than the furs that comprised the 
eastbound cargo, shipping space westbound from 
Europe was at a premium.’ Settlers, therefore, had to 
pay higher rates than if the excess capacity were on 
the westbound portion of the trip. 


2Much of the material in this section is drawn from The Canadian 
Economy; Prospect and Retrospect, by Richard E. Caves and Richard 
H. Holton (Cambridge, 1959), especially Chapters 2-6. 
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The Napoleonic wars brought the next major 
export staple boom when Britain turned to Canada 
for much of her naval timber requirements after her 
usual sources on the Baltic were endangered. Lumber- 
ing, quite unlike the fur trade, generated settlement 
and cleared land almost automatically. Furthermore, 
the eastbound cargo was far bulkier than the west- 
bound freight (mostly settlers’ supplies), so im- 
migrants were brought to Canada at bargain rates. 


By the middle of the nineteenth century, Britain 
had removed the preferential tariffs on Canadian 
lumber, but by this time the U.S. was growing at such 
a rate that Canadian lumber found a ready market 
south of the border. Meanwhile, in the backwash of 
the lumber camps, agriculture had developed and 
now was providing Europe with significant quantities 
of foodstuffs, particularly wheat, bacon, and. cheese 
from central Canada. 


The three major expansionary periods of the 
twentieth century, however, are the ones most note- 
worthy for purposes of this paper because they 
occurred after so many of the institutional factors 
at work today had developed. They reveal that, while 
the growth process has been based on a complex 
interaction of changes in components of aggregate 
demand and in supplies of factors of production, 
there has been a very close dependence on foreign 
economic conditions. The following crude modei will 
provide an important basis for examining recent 
experience. 


Let us suppose first of all that Canadian exports 
of a basic staple increase. The reason for this increase 
may be an upsurge in world demand for the com- 
modity, or it may be, as in the case of wheat or 
minerals, that technological changes or rising costs 
in competing supply areas of the world improve 
Canada’s competitive position. These factors may 
appear in combination or individually. 


The export demand for the staple brings an up- 
surge in investment in plant and equipment needed 
in the export industry itself. Plant and equipment 
expenditures may rise not only in the export industry 
but also in other industries, such as shipping and raw 
material processing, which may be directly affected. 
This investment typically lags a bit behind the export 
demand simply because investment decisions cannot 
be made and implemented instantaneously. Changes 
in the level of investment expenditures together with 
changes in the level of exports have been the main 
causes of changes in the level of gross national ex- 
penditure in Canada. Gross national expenditure 


8Harold A. Innis, “Unused Capacity as a Factor in Canadian Economic 

History,” Canadian Journal of Economics and Political Science, Vol. 
II Ag 1936), pp.1-15. Reprinted in Innis, Essays in Canadian 
Economic History (Toronto, 1956), pp. 141-155. 
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determines personal-income levels, and personal in. 
come in turn determines the level of consumption 
expenditures. There is some evidence that these 
consumption expenditures tend to lag behind personal 
income by a year, largely because consumption habits 
prevent immediate changes in consumption expendi- 
tures commensurate with income changes. This effect 
operates in both directions, i.e., when incomes fall, 


consumption expenditures seldom fall immediately 


into a long-run relationship with the new income 


level. Rather, these expenditures remain relatively- 


high because people are slow to adjust their spending 
to the lower income level. 


During the period when the exports of the staple 
are increasing rapidly, the level of imports both to 
the expansion in investment outlays and to the rise 
in personal-consumption expenditures. Canada’s in- 
come elasticity of demand for imports is fairly high 
and is likely to be especially high during these periods 
of expansion. It is then that domestic manufacturers 
of both consumer goods and investment goods are 
Operating at or near capacity, and some of the de- 
mand for both types of goods will spill over and 
become a demand for imports. 


The total effect of a new export staple will de- 
pend in large part in the effect on immigration. In 
the case of the wheat boom of 1900-13, labor require- 
ments of new export staple were so immense that the 
population of Canada rose from 5.4 million to 7.2 
million between 1901 and 1911, and by 1921, the 
census recorded 8.8 million persons. When immigra- 
tion of this magnitude occurs, the demand for resi- 
dential construction and for construction associated 
with many of the services creates a different type of 
demand for investment goods. Just how strong will 
be the demand for residential construction depends 
not only on the rate of immigration but also on the 
available stock of housing; so this particular repercus- 
sion from the export staple is only a possibility, not a 
certainty. 


In this picture of the export upsurge and its re- 
percussions, the role of foreign capital is particularly 
critical. The rise in imports of consumption goods, 
and particularly of investment goods, generates a 
deficit on current account. But the investment expan- 
sion is financed in large measure by foreign capital, 
so capital imports are substantial. The role of these 
capital imports is clearly two-fold. They make it 
possible for the economy to expand its capital plant 
in response to the export demand more quickly and 
with less strain on domestic resources and prices than 
would be the case if the investment were to be fin- 
anced with domestic savings alone. Furthermore, 
these capital imports prevent the adverse current 
account balance from putting the Canadian dollar 
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TABLE I 


TEN LEADING CANADIAN ExPorTs, BY VALUE, 1939 AND 1957 


(millions of dollars) 





1939 
Newsprint paper eRe tol Re AEs fore 
Wheat ay etek sas Wha an oo ee 109 
Nickel ...... 43.44 Siiisie deh -Pee eee Sok. 
Copper and its products ................. ee TET ee) 
Planks and boards ......................... 48 
Aluminum and products ..0.0.0.00.0.00.0....0cccces. . 35 
DS ocey ing OCR AS ogee a 
RR RE AS BOT 8 Pied 29 
Automobiles and parts ....0.0.....0.0...0cccees 25 
Fruits and vegetables ......0....3......00000..0.00004..0.. 20 





1957 
ae | a en Re Pea A | 
POE 2... nenrauees, ..cnpricearicn®  aebtnscibes tess 380 
Metteety .ii2d<. ck oso eaushdogtn mae 293 
Planks and boards ....................00.0...... ... 282 
gt neptaenctttahtedana tive Stee eye mired 
Aluminum and products ..00.0.0000.0..ccceeecess 230 
Copper and its products ..0.0.0.....0....ccceeees 169 
NR OR ics. th ties darter asste-t <a aanegs Lad dacpa le 
Petroleum and products ............ i de? a ae eee 
Fish and products ..00000.0.0.0.0.000000... 2.2." 





Source: Dominion Bureau of Statistics, Canadian Statistical Review, 1957 Supplement, Table 50, and October, 1959, Table 50. 


under too great a pressure. In fact, it is quite accurate 
to say that the current account balance is adverse in 
part because of the capital inflow. 


GROWTH SINCE WORLD WAR II 


The nature of the postwar expansion is reflected 
in Table I, which shows the 10 leading exports in 
1939 and again in 1957, when exports as a whole 
were at a peak. Note that automobiles and automobile 
parts and fruits and vegetables had dropped off the 
list by 1957 and that petroleum and iron ore had been 
added. In 1939, the exports of the latter two items 
were negligible. There was no production of uranium 
ore and concentrates in 1939, yet by 1957, they fell 
only four million dollars short of qualifying for the 
leading ten export items. A more adequate picture of 
the change in leading export items over the 1939-57 
period is reflected in the fact that during that time the 
proportion of total exports accounted for by minerals 
rose from 26.5 percent to 37.2 percent. 


This increase in the role of mineral production in 
Canadian exports was accompanied by a shift of 
trade to the U.S., while the United Kingdom declined 
in relative importance as a market for Canadian 
goods. This drift saw the U.S. taking 59 percent of 
Canadian exports in 1957 as compared with only 41 
percent in 1939. The United Kingdom, meanwhile, 
had reduced its share from 35 percent to 15 percent. 
Canada’s trade has now clearly turned around from 
east-west to north-south. 


The important role of the export staple in the 
postwar expansion is demonstrated by the decrease in 
the proportion of exports “fully manufactured” from 


44 percent to 36 percent during the 1939-57 period. 
The proportion accounted for by raw materials rose 
from 30 to 32 percent and by partly manufactured 
goods from 27 to 32 percent. So the postwar expan- 
sion was like the others in that it was tied to export 
staples. It differed in that it was turned more 
toward the United States than toward the rest of the 
world, and the new exports were largely minerals, 
although forest products showed continued strength. 


Although exports in the 1950’s were equal to 
about 15 percent of the GNP, this ratio was lower 
than in the latter half of the 1920's, when exports 
amounted to roughly 20 percent of the GNP. There- 
fore, the reliance of the Canadian economy on the 
export market, though still very great, is declining 
slowly. 


Did the pattern of investment expenditures fol- 
low the expected pattern during this period? Invest- 
ment in the forestry, mining, and those manufacturing 
industries which are important exporters of processed 
primary materials* in 1937-39 accounted for 15 to 18 
percent of total investment. In 1947, this proportion 
stood at over 20 percent, and in 1948, at 19 percent. 
During 1951-54, investment in other sectors rose at 
such a rate as to depress the export industries’ share 
to 10 and 11 percent, presumably because of greater 
investment in defense industries and in manufacturing 
industries producing for the domestic market. Thus 
there is some evidence of a lagged response of this 
latter type of investment in the primary industries. By 
1956, the export-oriented industries’ proportion of 


4Wood products, paper products, non-ferrous metal products and non- 
metallic mineral products. 
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total investment had moved up again, reaching nearly - 


15 percent before declining to only 9.2 percent in 
1958. The proportion would have been considerably 
greater in 1954 and 1955 had it not been for the 
significant increases in investment in housing. 


Personal income and personal consumption ex- 
penditures followed the increase in gross national 
expenditure rather closely, but they contribute in their 
own way to the expansionary process. The gross 
national expenditure increased by about 450 percent 
in current dollars, 1939-57, and as a result, personal 
income increased by nearly the same ratio, 435 per- 
cent, Because of higher tax rates in 1957, the ratio 
of disposable to total personal income fell somewhat, 
and personal-consumption expenditures rose only by 
about 410 percent. But the point worth noting at this 
juncture is that personal consumption expenditures on 
durable goods rose nearly twice as fast as personal 
consumption expenditures, or about 730 percent. Un- 
doubtedly this huge increase in consumer-durables 
output accounted for a substantial portion of the 
increase in capital expenditures in manufacturing 
during these years. 


Personal consumption expenditures during most 
of the postwar years have been a source of consider- 
able stability. When incomes have varied from one 
year to the next, the savings rate, rather than the 
rate of consumption, has absorbed most of the fluc- 
tuation. Thus, personal savings have provided quite 
a stabilizing, cushioning effect." 


Did the export boom attract immigrants, as had 
been true especially in the days of the wheat boom 
and the opening of the prairies? In the five years 
1936-40, gross immigration ranged from 11,000 to 
about 17,000 persons. But during the five years begin- 
ning with 1951, the range was from 109,000 to 194,- 
000, with the average being over 158,000. This enor- 
mous influx was the result in part of the efforts of 
the Canadian government, which maintained offices 
abroad to promote immigration actively. Such an im- 
migration program would not have been pursued, of 
course, if there had been no jobs for the newcomers. 
But it is probably true, nonetheless, that immigration 
was greater than it would have been without the 
active solicitation by the Canadian government. In 
1957, gross immigration was an enormous 282,000, in 
part because the Suez experience had jumped the 
United Kingdom immigration to Canada from 50,000 
in 1956 to 109,000 in the following year. 


This immigration was only one of the causes of 
the great expansion of the total Canadian population 
after the war. After having grown in population only 


5This cushioning effect is especially noticeable if the savings exclusive 
of farm inventory changes are plotted over time. 
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from 10.4 to 11.5 million during the period 1931-41, 
the country added another 2.5 million by 1951 and 
still another 3 million since then. The 1958 population 
figure was 17 million. 


Since the population now is almost 50 percent 
greater than just before the war, one is certainly per- 
mitted to ask where all these people are working. Did 
the new export staple industries absorb them directly? 


Here again let us compare 1939, the prosperous 


prewar year, with 1957, the most recent year of pros- 


perity for which our data are complete. The popula- 
tion over that period rose by a huge 47 percent. The 
work force, however, rose only 30 percent, largely 
because of the shift in the age distribution. Canada 
has not only been a young country in the past; in 
recent years she has grown a little younger. One can 
note in passing that the consequent increase in the 
number of persons supported by each member of 
the work force has significance for consumption 
expenditures. 


Jobs for all these new workers were clearly not pro- 
vided in the agricultural sector, which had provided 
so much employment during the 1900-13 period. Be- 
tween 1939 and 1957, employment in agriculture 
actually fell precipitously, as in the U.S., from about 
1.4 million to scarcely more than half that. So the 
Canadian economy had to provide jobs not only for 
the workers among the immigrants and for those 
resulting from the natural increase in population but 
also for the workers leaving agriculture. In forestry, 
where employment has been very erratic, the number 
of jobs available during some of the postwar years was 
more than twice the 1939 figure. By 1957, however, 
the number of forestry jobs stood at only about 60 
percent above the prewar level. So the percentage 
increase in forestry employment was about twice as 
great as the increase in the total work force. But since 
this sector is so small (only about two percent of the 
work force is in forestry), we must look elsewhere 
for the bulk of the jobs provided the new workers. 


We have said that the exports were strong in the 
postwar years primarily because of the world demand 
for Canada’s minerals. Did the mines absorb the 30 
percent increase in the work force? Interestingly 
enough, the answer is no. Employment in mining in- 
creased only 36 percent in 1939-57, just slightly more 
than total employment. 


The new workers seem to have found employ- 
ment primarily in manufacturing and construction 
and, to a lesser extent, in the service sectors of the 
economy. It is interesting to note that, within the 
manufacturing sector, employment in durable goods 
increased substantially more than in non-durables. 
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Table II shows the percentage increase in employ- 
ment, 1939-57, for the various sectors. The employ- 
ment effect of the export boom perhaps can be 
summarized from this table alone: it has not been the 
export raw-material industries themselves that have 
provided the large increases in jobs, but rather, man- 
ufacturing, in general (but especially the export- 
oriented manufacturing industries) and the tertiary 
sector. Thus much of the increase in investment ex- 
penditures in mining, quarrying, and oil wells, noted 
earlier was providing employment in the manufactur- 
ing and construction sectors. The multiplier and 
accelerator effects of the initial investments in mining 
and oil wells and, of course, in the plants that process 
the output, at least to some degree before exporting, 
thus provided jobs for the new workers; they did not 
find employment in the raw material industries 
themselves. 


TABLE II 


PERCENTAGE CHANGES IN EMPLOYMENT IN 
CANADA, 1939-1957 


Percent 

Agriculture Techie eg —46 
Forestry cee ree  cat-<- vagy acum 67 
Mining ......... pe A eet p lol Macstalilebleetllb a frail 7 alent ae 36 
SA alae Riek aE BL 4 RH 106 
Wood products ..... ba wadiie Mince Melee 74 
Paper products ...........0.0....... ret. 520 Say el a 
Non-ferrous metal products* 000.000.000.000... 171 
Non-metallic mineral products* ......0.............. 189 
Goastrachon 0%) sor an Sener DiriggD 
Wee O20. ek Ake S wOhith Wenger fon, 3") . 114 
Finance, insurance and real estate ................ eee 
Bereebe i JOC Rae Fee ier a, 132 


FINANCING OF CAPACITY EXPANSION 


As we have seen, in fhe adjustment of the 
Canadian growth rate in response to external market 
conditions, net flows of foreign savings have usually 
played a key role. As the incentives to expand 
productive capacity have increased because of im- 
proved export prospects, resources available for in- 
vestment have increased to a large extent. This has 
bee n accomplished by drawing on foreign resources 
rather than by diverting resources from consumption, 
exports, or government activities. Thus, net inflows 
of foreign savings have served to supplement domes- 
tic savings during periods of rapid expansion of 
capacity stimulated by improved export conditions. 
The recent experience of the ’fifties is no exception. 


*Percentage increase shown is for 1939-56 instead of 1939-57. 

Source: Dominion Bureau of Statistics, Canadian Statistical Review 
Supplement, 1957, Tables 7, 9; Canadian Statistical Review, October 
1959, Table 8 and 9; Canada Year Book, 1957-58, p. 762. 


The period of current account surpluses beginning 
in 1934 ended in 1950, and during the years 1950-58 
the annual average deficit on current account was $682 
million, or 12 percent of gross domestic investment. 


The smoothness of the transfer process in the 
‘fifties has depended again upon capital inflows and 
imports being related to a common set of factors 
that influence domestic economic activity. First, de- 
mand for imports has risen relative to domestic 
production in prosperous periods and fallen during 
depressed periods, Table III provides some insight 
into the reason for the high-income elasticity of 
demand for imports. Imports of investment goods 
have always been a high proportion both of total im- 
ports and of fixed business investment. In recent 
years, these investment goods have been about 30 
percent of total merchandise imports and about one- 
third of fixed business investment. Both figures have, 
in fact, been higher than in the prosperous year of 
1928. A rise in domestic investment has thus led to 
a large rise in imports of investment goods. In addi- 
tion, the ratios in Table III suggest that in boom 
years, the pressures on domestic capacity lead to a 
greater reliance on imports than is the case when 
conditions are not as tight. 


Secondly, to a large extent the rise in investment 
has been due to the occurrence of inflows of long- 
term foreign funds; and in some cases, businesses, 
especially foreign subsidiaries, import foreign capital 
in the form of machinery and equipment. Net direct 
investment inflows, which have been closely related 
to incentives to invest, have accounted for about 52 
percent of net capital inflows during the period 1950- 
58. The bulk of direct investment has gone into ex- 
tractive industries where export prospects were par- 
ticularly high. Net new issues of Canadian securities 
abroad have accounted for most of the other net 
capital inflow and have reflected changes in relative 
interest costs at home and abroad, which in turn 
appear to have been a good reflection of the relative 
profitability of investment in Canada.° 


Because of the close interdependence of imports 
and long-term capital flows in the ’fifties, the Canad- 
ian dollar has traded at a premium over the US. 
dollar rather than at a discount—despite dramatic 
changes in the current account. With long-term cap- 
ital flows offsetting current-account deficits, short- 
term capital flows have been, as a result of the 
confidence in this mechanism, generally stabilizing 
over the recent period. Thus, while the Canadian 
dollar, in terms of the U.S. dollar, appreciated after 
it was set free in 1950, it has remained relatively 


®]t is probably also true that some foreign investors have been moti- 
vated by news of a few high returns rather than by average returns 
on investment of new funds in Canada. 
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TABLE III 
COMPOSITION OF CANADIAN IMPORTS, 1928, 1950-1958 
Percentage Distribution of Imports* _ Investment goods _ Consumer goods 
Year imports as a percent | imports as a percent 
of fixed business of personal con- 
Industrial materials Investment goods Consumer goods investment sumption of goods 
1928 34.1 18.1 30.9 24.6 13.8 
1950 31.6 22.1 29.8 29.1 11.3 
1951 33.5 25.2 26.9 33.7 11.7 
1952 28.1 29.8 roe 34.6 11.1 
1953 26.8 30.4 29.5 35.2 2.) 
1954 26.0 29.8 30.9 34.3 12.2 
1955 ye 30.1 30.3 37.1 12.6 
1956 27.0 32.1 28.6 35.5 13.4 
1957 26.0 32.7 29.2 31.0 12.8 
1958 25.8 30.1 32.7 30.4 i Wy a 




















*The first three columns do not add to 100 percent because a few items—fuels and lubricants, settlers’ effects, Canadian goods returned, and 


military supplies for NATO forces—are excluded from the classification. 


Source: Calculated from Bank of Canada, Statistical Summary, 1956, pp.98-99; and, October, 1959, pp. 463-464; Dominion Bureau of Statistics, 
National Accounts, Income and Expenditure, various years. The import classification for 1928 was estimated from trade statistics. 


stable since 1952. The annual average of the spot 
rates on the Canadian dollar has been fairly steady 
within a range of a two to five percent premium over 
the U.S. dollar. 


The recent period of growth has been similar 
to earlier periods in another respect. The deficits on 
balance of trade, as well as on current account 
during the 'fifties,” have cast doubt on the continually 
popular stage theory that economic growth in an 
open economy is necessarily associated with systematic 
changes in the balance of payments and economic 
structure that move a country from an immature 
debtor to a mature creditor.* The emergence of a 
balance-of-trade surplus in the ’thirties and the net 
repayment of long-term capital in the ‘thirties and 
‘forties were heralded as evidence of a new stage in 
the Canadian economic structure and of evidence of 
the role Canada would be playing in the support of 
foreign economic development through the next 
export of capital. The recent large net-capital inflows 
and the high ratio of equity to debt capital in these 


7The one exception is 1952 when a balance of trade surplus was re- 
corded due to a sudden favourable shift in the terms of teal. 

8For examples of continual homage to the debtor-creditor stage theory 
of economic development in international trade text-books see: C. P. 
Kindleberger, International Economics (Homewood, Illinois: R. D. 
Irwin, Inc. 1955), pp. 367-371; S. Enke and V. Salera, International 
Economics (New York: Prentice-Hall, Inc., 1951), pp. 501-506. 
*Representative of widespread views in the ‘thirties and ‘forties is 
J.F. Parkinson’s statement in 1940 that “the existence of a regular 
surplus of exports indicates that Canada has now reached a stage in 
its economic development appropriate to a ‘mature debtor’ country.” 
“Canada’s International Accounts and the Foreign Exchanges,” in 
Canadian Investment and Foreign Exchange Problems, ed. J. F. 
Parkinson (Toronto: University of Toronto Press, 1940), p. 17. 
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flows will tend to perpetuate the Canadian debtor 
status, although the charge on foreign indebtedness 
is likely to fluctuate more closely with business condi- 
tions the higher the ratio of equity to debt. 


On the one hand it is true, however, that deficits 
on balance of trade will not continue for long if, as 
is probably the case, the growth in interest and 
dividend payments in the current account exceeds the 
growth of net capital inflows.*° On the other hand, 
unless there is a rise in the rate of domestic savings 
or a fall in the marginal capital-output ratio, contin- 
ued current account deficits are necessary if the 
domestic growth rate is to be maintained. 


RECENT GROWTH EXPERIENCE 


One of the striking features of twentieth-century 
growth in Canada is not, therefore, that each pros- 
perous period has been marked by a distinctive set 
of characteristics but rather that the growth adjust- 
ment mechanism has not been very different. The 
changes in the economic structure have not been so 
great that a simple, though admittedly crude, model 
cannot be used to analyze the main periods of Can- 
adian growth during the twentieth century. The 
impact of external factors on the growth process 
has thus during the-’fifties borne many similarities to 
the period 1900-1913. It has been argued on the one 


10For a formal presentation of the the rather unlikely conditions which 
are necessary for a borrowing country to continue to have deficits 
on its balance of trade, see E. D. Domar, “The Effect of Foreign 
Investment on the Balance of Payments,” American Economic Re- 
view, Vol. XL (December, 1950), pp. 805-826. 
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hand that aggregate investment was beginning to 
decline because export capacity had finally caught up 
to demand, and, on the other hand, that the rate 
of growth of export demand was beginning to taper 
off. Primarily as a result of these two factors, the 
Canadian growth rate was becoming more sluggish, 
and if it had not been for the outbreak of World 
War I, the sluggishness would have become increas- 
ingly apparent.” 

During the past two years, the Canadian growth 
rate has again shown some signs of weakening, but 
it may be argued that our forecasts of average growth 
over the next several years should not be influenced 
by recent experience of what has been accepted as a 
typical, mild, rhythmic movement in the growth 
process in North America. It is important, therefore, 
to consider the significance of the recent recession, 
especially since the 1953-54 recession was followed 
by a breath-taking period of economic growth. 


With respect to both the size and duration of the 
decline in total output, the 1957-58 recession was 
less severe than the 1953 - 54 recession and both 
were relatively milder than the recessions in the 
United States during the same periods. Both also 
spread through foreign-trade channels, but, in con- 
trast to 1953-54 when agricultural exports experienced 
only a temporary setback followed by a drop in farm 
income and agricultural investment, the 1957-58 re- 
cession reflected a more serious softening of export 
demand for many products of the resource-oriented 
industries, such as metals, minerals, and forest prod- 
ucts. At the same time, due to the high rates of 
investment during the ‘fifties, capacity output by 
1957 had caught up to demand for output for the 
first time .in many of the resource industries. Emer- 
gence of excess capacity led to a sharp curtailment of 
further investment, and for the year 1958, business 
capital expenditures were 44 percent below the 1957 
level in the forest-and-mineral-products sector.’* The 
main stimulus for a high growth rate, namely the 
expansion of capacity in resource industries, weak- 
ened at least temporarily. Fixed business investment 
declined relatively more in 1957-58 than in 1953-54, 
but imports of investment goods fell even more, 
ameliorating the effect on domestic output of pro- 
ducers’ goods. Residential construction and govern- 
ment expenditures also served to bolster the economy. 
Residential construction had become an extremely 
important sector through which monetary policy was 
felt in the economy. As yields on financial assets rose 
during the tight money period 1955-57, the attractive- 


11J, J. Deutsch, ‘“War Finance and the Canadian Economy,” Canadian 
Journal of Economics and Political Science, Vol. VI (November, 
1940), pp. 525-537. 

12Canada, artment of Trade and Commerce, Private and Public 
on a in Canada, Outlook 1959 (Ottawa: Queen’s Printer, 
1959), p. 7. 


ness to financial institutions of government-insured 
residential mortgages became less attractive due to the 
ceiling on the yields of such mortgages. As yields on 
financial assets declined during the recession and as 
more government funds were made available for 
direct lending by the Central Mortgage and Housing 
Corporation, the flood of pent-up demand was re- 
leased and expenditures on residential construction 
rose by 25 percent in 1958 over 1957. The new 
Conservative government also increased government 
expenditures throughout the recession. Thus, public 
action played a greater role in the recent recession in 
halting the decline in output, but it was essentially 
temporary action. During the latter half of 1958, and 
during 1959, a substantial rise in output has occurred, 
and is expected to continue to occur in 1960, but 
growth forces have been weaker than in the period 
following the 1953-54 recession. 


THE OUTLOOK 


Despite a slight retardation in the last couple 
of years, the ‘fifties have, on the average, been years 
of extremely rapid growth in Canada. The basic ques- 
tion of whether this average growth rate will be 
maintained in the early 1960's or whether there is 
evidence that the growth rate will have to adjust to 
a somewhat lower level still remains. The answer 
will undoubtedly hinge, as it has in the past, on the 
economic conditions of Canada’s closest trading part- 
ners and on the nature of the Canadian adjustment 
mechanism. Without attempting to forecast foreign 
economic activity, let us accept, at least initially, the 
view expressed by many economists that the early 
sixties will be a period of rather sluggish growth in 
the U.S. We can then consider the probable outline 
of Canadian growth by combining this assumption 
with our knowledge of recent structural relations, 
inadequate as our knowledge of the latter may still be. 


The foreign growth rate, particularly the growth 
rate of the U.S. economy, probably will be the most 
important determinant of growth in Canadian exports 
in the next few years, although shifts in foreign tastes 
towards or away from Canada’s highly specialized 
bundle of exports, changes in foreign commercial 
policy, and competition from foreign sources of 
supply may alter the relation. It is doubtful, however, 
if we can reasonably expect Canadian exports to rise 
relative to United States export capacity has been built 
up in the ‘fifties to the point where we can expect 
intensive efforts to capture a higher proportion of 
foreign demand. For most of Canada’s main export 
items, however, foreign competitive sources of supply 
have also expanded greatly, and the competitive 
effects have already been made apparent recently, for 
instance, in Canadian exports of minerals that have 
been under pressure because of general excess cap- 
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acity in the world. With a fairly low rate of growth 
in the United States, a lowering of tariffs and other 
import restrictions in that country would appear to 
be unlikely. Moreover, a very significant strengthen- 
ing of world markets and prices for agricultural 
products does not appear to be in sight. Finally, the 
development of European regional tariff preference 
systems will not have a significant effect on Canadian 
exports because of the types of Canadian products 
exported,”* so we cannot expect the possibility of a 
higher growth rate in Europe than in the United 
States to stimulate greatly the growth of Canadian 
exports. As a result, exports are not expected to 
grow faster than United States GNP, which in turn 
means a lower rate of growth of exports than during 
the prosperous years of the ’fifties. 


Partly as a result of export prospects, the rate of 
increase of investment expenditures and the ratio of 
investment expenditures to GNP are expected to 
decline slightly. Since productive capacity is high in 
relation to export demand, and there is no evidence 
of a very strong rise in export demand, capital form- 
ation in industries related to export trade probably 
will not show the dramatic increases of most of the 
post-World War II period. However, there will be 
offsetting factors, First, tight credit conditions since 
the end of 1958 have probably served to spread in- 
vestment expenditures by some industries, such as 
utilities, over a longer period of time rather than to 
force abandonment of investment plans. Secondly, 
increased liquidity of business firms from rising 
profits since the 1957-58 recession should lead to 
some stimulation of investment. Thirdly, if, in a 
relative sense, there is some release of resources from 
the construction of productive capacity in resource 
industries, a keener competition will develop to shift 
some of these resources to construction in other sec- 
tors. Thus, even with a continuation of tight credit 
conditions, more favorable bids, for instance, on 
construction contracts may encourage capital form- 
ation in some areas that in recent years have been in 
a relatively weak bargaining position for resources. 
School construction and certain other social capital 
expenditures might well expand a bit for this reason. 


With respect to expenditures on residential con- 
struction, public policy will continue to play an 


important role in its fluctuations, but, in general, the - 


average rate of increase will not be very great until 
the mid-’sixties. Residential construction as a propor- 
tion of GNP averaged 4.7 percent during the period 
1950-58, which is a little higher than we would expect 
during the following three or four years. Apart from 


18R. E. Caves, “Europe’s Unification and Canada’s Trade,” Canadian 
Journal of Economics and Political Science, Vol. XXV (August, 
1959), pp. 249-258. 
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credit conditions, the major influences bearing on this 
sector will be the stock of houses, the rate of family 
formation, and the growth of per capita disposable 
income. Because the rate of housing construction has 
been higher since 1945 than that of family formation, 
the abnormal supply condition that existed at the 
end of the war has been dissipated. The rate of family 
formation will be rather low for a few years until the 
higher birth rate that has existed since the end of the 
thirties begins to be reflected in a very high rate of 


family formation during the mid-sixties, In addition, - 


the rate of net immigration, an important source of 
housing demand, has tapered off since 1957 and is 
unlikely to be as relatively significant during the next 
few years as it was during the period 1950-57. It is 
true that the expected rise in per capita disposable in- 
come will stimulate housing demand just by reducing 
crowded conditions and increasing replacements and 
major improvements, but the income elasticity of 
demand for housing is undoubtedly less than 1.0. In 
general, then, while both residential construction and 
business investment will be moving upwards in abso- 
lute terms, a rate of increase of the size that character- 
ized much of the ’fifties is not expected. 


Consumption expenditures are expected to pro- 
vide a strong and relatively stable basis for economic 
expansion, and an annual average rate of increase of 
about 5 percent during the period compared to about 
6 percent in the 'fifties is expected. Several reasons, 
in addition to the historical stability of the rate of 
increase, can be cited. No serious depression with 
levels of unemployment above recent recession level 
is foreseen, and personal income is expected to have 
a highly stable rate of increase. In addition, tax rates 
are not expected to rise and, if anything, will be 
lowered slightly. With regard to expenditures 
on consumer durables in particular, the possibility of 
some lengthening of repayment periods offered on 
consumer credit financing may serve to add extra 
strength to this sector, but the big rise in consumer 
durables will probably not. occur until the rate of 
family formation increases in the mid-’sixties. 


With respect to government expenditures, our 
impression is that expenditures by provincial and 
municipal governments will show a more rapid rate 
of increase than federal expenditures, though the 
increases may be at a slightly lower rate compared 
to recent experience because of a reduction in the 
lag of municipal services. On the federal level, the 
present government’s philosophy suggests that large 
increases of expenditures are unlikely. Defense ex- 
penditures, assuming no increase in international 
tensions, will be roughly stable in absolute terms 
and will continue to decline as a percent of total 
government expenditures. In the absence of a serious 
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downturn of business activity, non-defense expendi- 
tures will probably be held to a rate of increase that 
permits a slight reduction in general tax rates and at 
the same time avoids budget deficits. Since forecasting 
government expenditures requires a forecast not only 
of business contitions but also of policy reactions to 
changing business conditiions, the above conclusions are 
highly tentative. It does appear however, that the new 
government's vision of massive projects to open the 
Canadian north and of expanding rapidly certain types 
of government expenditures for this purpose has be- 
come dimmer. In the future, a resurgence of export 
prospects for minerals and metals that would make 
extensive development of the north economical may 
well be done of the chief determinants of a marked 
increase in government expenditures. 


We have argued that past evidence supports the 
hypothesis of treating merchandise imports as an 
endogenous variable determined not only by the 
growth of total output but also by the ratio of invest- 
ment to output, domestic capacity conditions, and 
relative prices. Thus, a slower rate of growth of 
investment and slight decline in the investment- 
output ratio will tend to depress the rate of growt 
of imports. At the same time, a further retarding 
factor will be the expansion of productive capacity, 
particularly in the manufacturing sector, which has 
occurred in the ’fifties. The absence of strong pres- 
sures on capacity also will serve to prevent very 
significant increases in domestic prices relative to 
import prices although the role of the balance of 
payments adjustment mechanism will be considered 
below. In general, while these factors suggest that the 
rate of growth of merchandise imports will not be 
as high as in prosperous years of the fifties and will 
not be above the rate of growth of output, continual 
current-account deficits are expected. As servicing of 
foreign capital imported in the ‘fifties gains in sig- 
nificance, interest and dividend payments are expected 
to be a higher proportion’ of current-account pay- 
ments than during the ’fifties. 


In summary, the somewhat lower expected rate 
of growth of exports during 1960-62 coupled with 
the present state of capacity in export and export- 
related industries will tend to reduce the rate at 
which investment and GNP expands relative to the 
‘fifties. The expected growth in consumption expendi- 
tures, residential construction, and government ex- 
penditures does not appear to be great enough to 
offset this. These outlays themselves reflect conditions 
in export markets and in fixed business investment. 
At the same time that investment is reduced slightly 
as a percent of total output, it is expected that net 
deficits on current account as a percent of total output 
will fall also, although deficits will continue to be a 
feature of Canadian growth. 


Will these deficits be financed easily by inter- 
national capital flows, or is there likely to be some 
pressure on the Canadian exchange rate? The answer 
must be couched at best in terms of probabilities. 
In contrast to the last half of the ‘forties when 
balance-of-payments difficulties were last experiences, 
it can be said that foreign investors have “rediscov- 
ered” Canada and that the habits and institutions 
connected with foreign-investment inflows will, to- 
gether with confidence in continued economic and 
political stability, produce a strong current in the 
flow of funds to Canada. On the other hand, we 
have noted that the bulk of foreign-investment in- 
flows, especially of direct investment, have been 
attracted in the ’fifties by the development of resource 
industries, and we now expect returns on investments 
in this sector to be lower for a while. The Canadian 
dollar was worth a little over $1.05 U.S. in December, 
1959. However, available statistics suggest that short- 
term capital flows played a relatively more important 
role in 1959 than previously in financing the near- 
record current-account deficit and in sustaining, and 
even pushing upward slightly, the value of the 
Canadian dollar. There appears to be more than a 
50 percent chance that some pressure on the Canadian 
dollar will develop in the near future but that several 
adjustments will prevent a fall much below parity 
with the U.S. dollar. First, domestic production of 
import-competing products is in a stronger position 
now than a decade ago, and a depreciation of the 
exchange rate will stimulate further production of 
such products. Secondly, new issues of securities 
abroad have been highly sensitive to relative costs of 
borrowing at- home and abroad and are therefore 
influenced by the costs of converting foreign funds 
into domestic. Thirdly, there will be some incentive 
to defer payments on foreign capital invested in 
Canada. Finally, while the price elasticity of demand 
for Canadian exports appears to be rather low in the 
short-run, a lower value of the Canadian dollar for a 
longer period will undoubtedly provide some increase 
in exports. 


CONCLUSIONS 


The process of growth in Canada has borne 
recently, and will continue to bear over the next 
few years, marked similarities to the mechanism of 
the past. Apart from minor fluctuations (which we 
do not attempt to forecast), the growth rate in the 
early 1960's will be a respectable one on the average 
but will be lower than the 5 percent rate of increase 
in real output experienced during most of the 1950's. 
This conclusion is based, however, on the assumption 
that growth in the United States will not jump to a 
rate much above the average for the past four years. 


bly 








The adjustment mechanism will continue to work 
rather smoothly, although it appears that some slight 
downward pressure on the Canadian dollar will occur. 


It does not appear that the next few years 
represent a prelude to a longer period of serious 
stagnation, since a number of factors point to a rise 
in the growth rate again in the mid-’sixties. 


Unfortunately, unlike forecasters of the long-run, 
we cannot find solace and escape from embarassment 
in Keynes’ truism about the long-run and mortality. 
Nevertheless, an intermediate-range forecast for the 
next three or four years may be of some practical 
significance, both because of the rather short time 
horizon of policy decisions and because of the need 
for refurbishing constantly on the basis of empirical 
tests the meager store of forecasting tools. 


POSTSCRIPT 


In the above article, written in 1959, we attempt- 
ed to provide some general comments on historical 
determinants of Canadian economic growth and to 
hazard a view on the average growth rate in Canada 
during the period 1960-62. It is not our intention 
here to reappraise the outlook on the basis of 
economic data for 1959 and 1960, but several points 
should be noted. 


There is some further evidence to support our 
general position. The early sixties got off to a bad 
start with a recession, but, more fundamentally, 
there does appear to have been an underlying retard- 
ation in the growth rate which began in the late 
fifties and is continuing in the early sixties. A highly 
important factor causing this has been a levelling off 
in the growth of demand for Canadian exports. 
From 1950 to 1956 the value of Canadian merchan- 
dise exports grew at a rate, compounded annually, 
of 7.5 percent while from 1956 to 1960 the rate of 
growth was only 2.8 percent. With the emergence of 
some excess capacity, especially in the export indus- 
tries, and with the slowing down of residential 
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construction, there has been a slight fall in the ratio 
of business gross fixed capital formation to GNP 
from 23 percent in 1956-57 to 20 percent in 1959 and 
18 percent in 1960. Thus, while consumption and 
government expenditures have provided a strong 
support for expansion, exports and investment have 
reflected a weakening of growth forces. Forecasts of 
investment intentions for 1961 do not support an 
argument for a sharp reversal of this position at 
present. 


Recent experience also reveals a number of - 
points to which we did not give sufficient attention. 
Two may be noted in particular. First, the lower rate 
of growth at the beginning of the sixties is creating, 
and will likely continue to create, a more serious 
unemployment problem than we recognized. The 
problem is not one which has arisen merely from a 
short business cycle recession in 1960, but rather it is 
a longer-run one. Second, the current account deficit 
and capital inflow has been maintained at a higher 
level than we would have expected. This has partly 
been a product of Canadian policy. The attempt to 
stimulate the economy by budget deficits has not 
been as successful because that policy has been 
inappropriately combined with one of maintaining 
relatively tight credit conditions. As a result, foreign 
borrowing, the value of the Canadian dollar in terms 
of foreign curency, and the current account deficit 
have been maintained at higher levels than are ap- 
propriate for current economic conditions in Canada. 


Does the faltering entry across the threshold of 
the sixties indicate that Canada will be groping 
through the gloom of economic stagnation during 
the rest of the decade? We still do not think that 
it does. There are a number of factors which continue 
to give support to an optimistic view of Canadian 
growth by the mid-sixties. Undoubtedly, as in the 
past, much will depend, however, on the strength of 
economic growth forces abroad, particularly in the 
United States, and on domestic economic policies 
to promote rather than hinder economic growth. 
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In the Baby Budget of last December, the 
Minister of Finance announced a plan to allow ac- 
celerated depreciation as an incentive to encourage 
Canadian businessmen to move into depressed areas 
or to produce new products and thus to assist in the 
curing of our country’s existing economic problems. 
Regulations have now been issued setting out the 
basis on which such accelerated depreciation will be 
permitted. 


Under the legislation and accompanying regula- 
tions, the maximum amount of accelerated deprecia- 
tion is limited to one year’s additional depreciation at 
the normal rate for the class of asset concerned. This 
accelerated depreciation may be claimed by industries 
which meet certain tests and which produce, for the 
first time in a specified area, products not previously 
manufactured in that area or by companies which 
produce anywhere in Canada new products not prev- 
iously made in this country. The additional depre- 
ciation may be claimed in any one of the first three 
years of a new operation or may be spread over the 
three years. 


Unfortunately for our economy, accelerated de- 
preciation allowed on this basis does not provide any 
significant incentive to Canadian industry to move 
to depressed areas or to produce new products. This 
can best be illustrated by an example. If a Canadian 
businessman establishes a new operation in a depres- 
sed area and acquires $100,000 of assets subject to a 
20% rate of normal depreciation, he will be entitled 
to total additional depreciation of $20,000 during the 
first three years of the new operation. Under our dim- 


_ inishing balance basis of depreciation, however, the 


additional amount claimed in the early years will 
reduce the amounts allowable in each subsequent year. 
Accordingly, if the additional $20,000 is claimed in 
the first year (resulting in a total claim for that year 


Canadian Taxation 


and the Businessman 


K. W. Lemon, F.C.A. 


of $40,000 rather than the normal amount of $20,000) 
the total depreciation allowable in the first five years 
of operation will be $75,424. On the other hand, if 
no accelerated depreciation is claimed, depreciation 
allowed during the first five years at normal rates 
would amount to $67,232. The incentive provided 
over the first five years, therefore, is additional 
depreciation of only $8,192 or, at a 50% income tax 
rate, a tax saving of $4,096. Due to the reduction of 
tax payments in the early years there will also be a 
saving of interest. Based on interest at 6% per annum 
less income tax thereon, however, this will amount 
to only $1,000 over the five year period. 


On a ten year basis, additional depreciation on 
the same $100,000 of assets will amount to only 
$2,684 or a tax saving of $1,342. Net interest saved 
over the full ten year period amounts to approxim- 
ately $1,350. Thus over a ten year period we have a 
total saving of only $2,700 and, of this, the tax 
portion ($1,343) will ultimately disappear completely. 
In the case of assets subject to a rate of depreciation 
less than 20%, savings would be proportionately 
smaller. 


To the Canadian businessman a saving of $2,700 
over ten years hardly provides sufficient incentive to 
expose an investment of $100,000 to a risk which he 
would not take otherwise. It is suggested, therefore, 
that if it is desirable for economic reasons to encour- 
age industry to move into depressed areas or to 
produce new products, the incentive offered should 
be more effective. This might be accomplished by 
following the United Kingdom basis of permitting 
a true additional depreciation allowance which would 
be quite apart from and would not reduce the normal 
depreciation to be allowed in subsequent years. Alter- 
natively, consideration could be given to permitting 
an initial tax-free period for new industries similar 
to that now granted to new mines. 
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Canadian Law and the Businessman 


PETER V. V. BETTS 


WHEN IS A JOINT ACCOUNT NOT JOINT? 


The characteristic feature of joint ownership is 
the right of the survivor to become the absolute 
owner. For example, X and Y can own property 
together in common. Assuming each has one-half 
interest in the property, then on the death of X his 
half interest passes by his Will to say his widow, who 
then becomes the owner in common with Y. If on 
the other hand X and Y had been joint tenants, then 
the property would have passed all to Y independ- 
ently of the Will of X, and his widow would have 
been left with no interest in this property. So far as 
real estate is concerned, the joint tenancy is pretty 
well confined to the case of husband and wife 
owning the family homestead and, apart from tax 
complications, gives little trouble. 


On the other hand, joint bank accounts have 
become a fertile field for litigation. The case with 
which such an account is opened, as contrasted with 
the lasting implications thereof, have no doubt con- 
tributed to the attitude of the Courts. Upon opening 
the account, the joint depositors sign a printed form 
in part somewhat as follows, “We agree that all 
money . . . shall be the joint property of the under- 
signed with the right to survivorship . . .” Despite 
such a written Agreement, the Courts have usually 
treated such a bank account as quite the reverse and 
denied the right of the survivor to claim more than 
he contributed to the account. 


Printed forms are a fetish with bankers. Every- 
thing is made to look perfunctory, and the clerk is 
almost apologetic as he asks for your signature to 
dozens of forms, all of which are alleged to be 
“routine,” “standard,” or “the usual thing.” For this 
reason, the Courts, perhaps wisely, have refused to 
treat the form standing alone as binding between the 
parties. However valid such a document may be 
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between the bank and its depositors, it is far from 
conclusive between the depositors themselves. 


The Courts have generally been willing to go 
behind the written document to ascertain the inten- 
tion of the parties. Between husband and wife or 
father and child, the Court has been prepared to 
concede that, in the absence of evidence to the con- 
trary, the opening of a joint account is generally 
intended to carry the right of survivorship if the 
husband dies first. Where the wife dies first, however, 
the account does not necessarily pass to the husband. 
The theory behind these cases is that it is quite 
natural for a husband to provide for the future of his 
wife and children, whereas it is unusual to find the 
converse, 


The Agreement with the bank is treated as de- 
signed by the bank purely for-its own protection, and, 
in the absence of evidence to the contrary, the 
account will be treated as a tenancy in common with 
no right of survivorship, and each party of his estate 
is entitled to what he had deposited. Hence in 
Frosch vs. Dadd 1960. O.R. 435, two brothers had 
opened a joint bank account to which from time to 
time they contributed equally. Shortly before the 
death of one, the other withdrew all the funds to his 
own account. The Court compelled the survivor to 
return one-half of the money to the estate of the 
deceased, apparently not being convinced of the 
depositors’ intention to create a true joint account 
with the incidence of survivorship. 


The case will probably come as no great surprise 
to the profession, but it might serve as a warning to 
some businessmen, especially those carrying on 
business as partners. 
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You and customers like the railroads want 
to be sure that you are getting the best 
products, the best service and the best 
price. 

In Canada there are 74 oil companies 
competing to serve you and‘your car. 
Imperial is one of them and has 13,000 


people working in oil fields, research 





Of course, this crack train isn’t likely to pull in at your Imperial Esso service station, but 
it, too, is an important Imperial customer and plays quite a part in your everyday driving. 


Why competition among oil companies for 
customers like “The Canadian” benefits you 


laboratories, refineries and sales forces — 
all helping to compete for business. 

The standards of quality, service and 
price that it takes to win railroad business 
benefit all our customers, large and small. 

That’s one reason Canadians have made 
Esso stations the busiest on Canadian 


roads. 


IMPERIAL OIL LIMITED 


...for 8O years a leader in Canada’s growth 
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ADVERTISING, MASS COMMUNICATION 
- IN MARKETING 


by C. A. Kirkpatrick, Houghton Mifflin Company, 
Boston, 1959, 638 pp. $7.25. 


This is an interesting, and in most respects, ade- 
quate general introduction to the field of advertising. 
As the author, who is a professor of marketing at the 
University of North Carolina, indicates in the preface, it 
is designed primarily for college students who have 
had little, if any, exposure to the subject. As such, 
the book jis necessarily basic and elementary. 


The outline and content of the book is described 
by the author as follows: 


“Part 1 is introductory in that it contains back- 
ground material. In this part, the nature of advertis- 
ing, some social and economic aspects of advertising 
and marketing research are discussed. Part 2 is also 
pre-advertising in nature because it deals with the 
seller's identification methods—brand names, trade- 
marks, trade characters, and packaging. Part 3 ex- 
plains how advertisements are constructed, while Part 
4 describes the media used to carry those advertise- 
ments to the person sellers want to influence. Part 
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5 is concerned with the total advertising program of 
manufacturers and retailers. In the 6th and final part, 
advertising is viewed through the eyes of the firm’s 
management.” 


It is to the credit of the author that he does make 
a few departures from the usual outline of most 
introductory books on advertising. For example, Part 
1 includes a chapter entitled “Social and Economic 
Aspects;’’ which is a reasonably penetrating and com- 
prehensive treatment of the many debatable issues in 
regard to the effects of advertising on our economy 
and society. In certain circles it has always been fashion- 
able to throw brickbats at advertising. However, the 
intensity of the criticism of advertising has, if anything, 
increased over the last few years. This development 
can be explained simply by the fact that advertising is 
essentially materialistic—it attempts to sell things and 
services—and the many overly materialistic aspects of 
our “affluent society” have been justly singled out for 
criticism by a number of the best Western thinkers. 
Advertising is, nevertheless, an inherent and vitally 
necessary part of our free enterprise system. As such, 
it has an important role to play as an economic leader 
(or, if you prefer, persuader). Those who wish to 
hobble advertising efforts should therefore be made 





pr 
the 





| 





om 


m of 
part, 
irm’s 


nake 
most 
Part 
omic 
com- 
25 in 
omy 
1i0n- 
the 
ing, 
nent 
1g is 
and 
s of 
- for 
cers. 
ally 
uch, 
ader 
1 to 
ade 





Books for Businessmen — cont. 


aware of the probable consequences 
of their attacks. In other words, we 
must consider the debate about ad- 
vertising from many points of view. 
And there is probably no better 
place to expose students to the 
many different aspects of the ques- 
tion than in the beginning chapters 
of a text book on advertising. 


Another thought-provoking devi- 
ation from the usual outline of 
most introductory books on adver- 
tising is the conclusion of a chapter 
on marketing research. This de- 
scribes in some detail the uses of 
marketing research to obtain the in- 
formation necessary to formulate 
satisfactory advertising campaigns. 
Admittedly the material on market- 
ing research is basic and general— 
it presents nothing that will be new 
to anyone except those almost total- 
ly unfamiliar with the field—but it 
does serve to emphasize the rational 
and analytical side of advertising 
planning. It is noteworthy that the 
author’s major emphasis on market- 
ing research in a book on advertis- 
ing is not an entirely new innova- 
tion. He is only another recent 
writer on advertising who has made 
this departure from earlier outlines, 
and thus he tends to the integration 
of the tools and ways of thinking 
of the market researcher in adver- 
tising. Since books and courses on 
marketing research that are not 
purely technique - oriented are 
bound to be concerned with re- 
search as applied to the component 
parts of marketing—e.g., advertising 
research, sales research, or product 
introduction research, etc., this trend 
toward the integration of advertis- 
ing and marketing research may be 
a harbinger of a new approach to 
the treatment of marketing research 
with implications of major import- 
ance forthe future. 

After part 1, the outline and ap- 
proach reverts disappointingly to 
the usual form. The material from 
chapter 4 on, covers all the aca- 
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demic and textbookish usuals in- 
cluding chapters on brand names 
and trademarks, trade characters, 
packaging, benefits which appeal to 
buyers, lay-out, copy, typography 
and production, newspapers, maga- 
zines, television and radio, etc. All 
this material is instructive. The sub- 
jects are covered comprehensively 


and accurately. However, the author | 


departs from his preface statements, 
“the emphasis on this book is on 
principles” and gets down into the 
technicalities of typography, half- 
tone engravings, and other fine 
points of colour reproduction. In 
other words, there is excellent cov- 
erage of a great deal of information 
at the nuts and bolts level of adver- 
tising techniques, but shallow cover- 
age of information, concepts, and 
material, of use to managers. 

This reviewer was also dis- 
appointed that the book did not fol- 
low through on its promising sub- 
title “‘Mass Communication in Mar- 
keting.” Such a sub-title implies the 
presentation of a conceptual frame- 
work relating theories of consumer 
behaviour, the communication of 
buying incentives, and the relation- 
ship of advertising expenditures to 
other consumer-persuading tools in 
the total marketing mix. A new and 
worthwhile treatment of this aspect 
of advertising is conspicuous by its 
absence. é 

As a general introductory text on 
advertising, this book will be placed 
on my shelf next to its half-dozen 
or more generally adequate prede- 
cessors. Very few Quarterly readers 
would find it worthwhile buying. 

Donald H. Thain 
Associate Professor, U.W.O. 


LEADERSHIP AND 
ORGANIZATION: 
A Behavioral Science Approach 

by Robert Tannenbaum, Irving R. 


Weschler, and Fred Massarik, Mc- 
Graw-Hill Book Co., Toronto, 1960, 
456 pp. $7.50. 


Assembled between the covers of 
this book are 24 chapters, which, 
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organized under three divisions — 
Leadership and the Influence Pro- 
cess, Sensitivity Training, and 
Studies in Organization, offer in 
essence a report on the study, train- 
ing, and research of the Human Re- 
lations Research Group at the Uni- 
versity of California, Los Angeles. 
For a decade this group has steadily 
evolved a set of concepts, methodo- 
logical tools, and experiences relat- 
ing to leadership and interpersonal 
influence. Most of the chapters of 
the book have previously appeared 
as articles. Some have been rewrit- 
ten, the majority not. While chap- 
ters therefore are not always similar 
in style or sophistication, they do 
provide a remarkable commentary 
on the development of the research 
group's thinking. The book then 
becomes a selection of the writings 
—some theoretical, some specu- 
lative, some interpretive, others 
simply descriptive or reportive—of 
an interdisciplinary group which 
has had a growing impact on the 
human relations field. 

Leadership and Organization is a 
fascinating book — the reader can 
browse, or settle down to digest a 
particular facet with equal profit. 
This reviewer was struck particular- 
ly by the integrity of part two on 
sensitivity training. This is present- 
ed for the most part in terms of 
clinical notes and interpretations. 
Perhaps this most successful’ section 
offers comment on the book as a 
whole. There has not as yet been de- 
veloped a theoretical explanation of 
the dynamics of the sensitivity group’s 
process. One wonders if the other- 
directedness such training engen- 
ders, coupled with the author's 
seeming distaste for any form of 
dominate leadership, does not auto- 
matically restrict the elaboration of 
a theoretical model of the influence 
process, which is one of their major 
aims. Since the volume was design- 
ed as a stock-taking exercise, per- 
haps an overcritical review is in 
poor taste. In fact the stated invita- 

Continued on next page 
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tion by the authors of critical ap- 
ptaisal may indicate the vigor of the 
U.C.L.A. group. Some of the best 
chapter, reflect the sensitivity of the 
authors. Those on empathy, the 
basic issues in human relations, the 
concept of the manager, and deci- 
sion-making will become even more 


popular references with the present. 


volume. 


The book ends with three excel- 
lent commentaries by distinguished 
experts whose appraisal seems to 
coincide with those of this reviewer: 
much current and valuable knowl- 
edge, some weak spots, all interest- 
ing reading, with the promise 
implicit that some of the current 
controversial findings will provide 
the seed-bed of more rigorous 
analytical work in the next decade. 

Craig Lundberg, 
Assistant Professor, U.W.O. 


MANUFACTURING PROCESSES 
IN CANADA 


Edited by K. C. Livingston and 
T. C. Graham, University of Toronto 
Press, Toronto, 1960, 304 pp. $10.50. 


This book describes, in relatively 
good detail, the manufacturing pro- 
cesses of aluminum, beef, brewing, 
brick, detergents, flat-drawn glass, 
asbestos-magnesia insulation, iron 
and steel, magazines, petroleum, 
pulp and paper, rubber, textiles— 
cotton, wool, and synthetics, tobac- 
co, and wire and cable. 


These descriptions have been writ- 
ten by men in Canadian organizations 
representative of the industry in which 
they are a part. The result has been 
a compilation of technically sound 
work flow explanation. However, 
this reviewer is disappointed that 
the editors have chosen to confine 
this book to these descriptions alone. 


First, although written by Can- 
adians, these descriptions would 
be practically identical for manufac- 
turing processes in Europe, Latin 
America, or the United States. Sec- 
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ond, there still are many Canadian 
manufacturing processes not includ- 
ed. The manufacture of electrical 
goods, automobiles, cement, furni- 
ture, and plastics are only a few 
examples. Third, the typical Canad- 
ian aspect of these processes lies, in 
many cases, in the management of 
them. The marketing, financial, 
labour, and control problems invol- 
ved would be of great interest to 
many. In this connection, the very 
limited supply of statistical informa- 
tion was also a disappointment. 
That this kind of information can 
be included successfully and mean- 
ingfully was shown by Stanley S. 
Miller in his text, Manufacturing 
Policy.’ 

This reviewer was disappointed 
that the ambitious title Manufactur- 
ing Processes in Canada was not as 
all inclusive as it sounded. 

—NMichiel R. Leenders, 
Instructor, U.W.O. 


\Manufacturing Policy, Richard D, Irwin, Inc. 
Homewood Illinois, 1957. 


ON THE WRITING 
OF ADVERTISING 

by Walter Weir, McGraw-Hill, 
1960, 206 pp., $5.75. 

This is an excellent book with a 
deceptive title. The title would lead 
the reader to believe that this is a 
technical book on the writing of 
copy. However, Mr. Weir considers 
that “good” copy can only be writ- 
ten by the practitioner of a‘ profes- 
sion, with its concomitant study and 
labour. The author considers the 
place of advertising in the “total” 
picture—not only of marketing, but 
in the general economy. His book 
is provocative, stimulating, and 
characterized by the wonderful com- 
mand of the English language. On 
The Writing of Advertising has 
been written by a man who has an 
obvious love for his art. This is a 
readable, intelligent, and urbane 
book that can be recommended for 
a wide variety of readers. 

Wm. A. Preshing, 
Assistant Professor, 
University of Alberta 
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and fall, when Parliament is not sit- 
ting, he enjoys canoeing along the 
quiet river to reach his office be- 
fore 9 a.m. Mr. Monteith also 
reaches his office about that time, 
just one hour later than The Chief. 


When Parliament is in session, 
which is about half the year, 
neither Minister normally leaves the 
Parliament Building before 10 p.m. 
Preparation work is often done at 
home, before 9 a.m. or after 10 p.m. 
Saturdays, Sundays, and statutory 
holidays are never sacrosanct. 


One day in six during the session, 
each Minister is on House Duty and 
must sit in the Chamber throughout 
the debates. 


He reads and answers around 60 
letters a day; consults with his 
senior officials to keep his Depart- 
mental routine running smoothly; 
attends an average of four, 21/- 
hour Cabinet Meetings a week. 


Half the Ministers also spend 
about 3 hours a week sitting on 
Treasury Board. This is often tedi- 
ous routine, approving requisitions 
for the payment of every govern- 
ment bill except trivialities; but 
they all appreciate it because, 
especially in combing through esti- 
mated expenditures, it gives the best 
possible insight into the mechanics 
and objectives of every sector of 
Government activity. 


One of the greatest consumers of 
a Minister's time is receiving depu- 
tations. Yet each must be heard 
patiently and with open mind. “My 
door is always open to them,” says 
Mr. Monteith. “If their request is 
adjudged unjustified, they nust be’ 
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sent away well satisfied with the 
merits of their rejection.” This is 
the Democratic Process in action. 


Be the pull patriotism, or pride, 
or love of power, few Ministers 
ever quit the job voluntarily. 


“I enjoy it—I could always re- 
sign if I did not appreciate it,” is 
the reaction of Hon. J. W. Mon- 
teith, typical of them all. 


Hon. David Walker sums it up 
in words which would be echoed 
probably by every man who has 
ever been sworn a member of the 
Queen’s Privy Council for Canada: 


“It is inspiring to join in making 
decisions which will have wide- 
spread and lasting benefit for all 
Canadians. Such tremendous re- 
sponsibility evokes one’s very best 
effort. In contrast to Government, 
any one business is pygmy-like.” 
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and others in 1955. In 1961 to 1962 
Professor Holton will be in Italy on 
a research Fulbright award. 


An Assistant Professor of . Econ- 
omics at.Queen’s University, David 
C. Smith received his B.A. from 
McMaster University in 1953. He 
received his M.A. from Oxford 
University and his Ph.D. in Econ- 
omics from Harvard University. At 
the time of his collaboration with 
Proféssor Holton on “The Outlook 
for Canadian Growth in the Early 
1960's,” he was Assistant Professor 
at the School of Business Admin- 
istration at the University of Cal- 
ifornia, Berkeley. 
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When the Men in the Family Get Together . . . 


Those private ‘man-to-man’ talks are precious moments. They 
are a time for talk and a time just for-looking — to watch the 
development and curiosity of youth. In this country, there is 
much for a boy and his father to share. An awareness of the 
expansion and growth of Canada is a major opportunity . . . 
exciting to both young and old. 
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